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Abstract

The objective of this field lab is to identify expansion opportunities for the Austrian-based start-
up Waterdrop in Asia. Since 2016, the company matured as an enterprise that found its niche
in the non-alcoholic beverages market. So far, Waterdrop entered a total of 13 markets,
including its latest expansion to Singapore. Following a thorough analysis of the company, the
focus of this paper lies on the selection and in-depth analysis of the market that emerges as best
suited for Waterdrop’s further expansion. This decision funnel approach reveals Japan as the

go-to market. Ultimately, this paper examines the most fitting entry strategy.
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Executive Summary

This report aims to provide the Austrian beverage start-up Waterdrop with an expansion
strategy for the Asia-Pacific market. It includes a macroeconomic overview of the company, an
analysis of its D2C business model, a quantitative country selection, and a strategic framework
for its foreign market entry. The main objective is to choose the country that increases its global
market share and achieves significant growth in profit margins, combined with building a strong
brand internationally. The outcome of the multi-layered and funnel-structured market selection
discloses both Japan and South Korea as promising go-to markets for Waterdrop. Based on the
in-depth market comparison and country selection analysis, the focus of this report shifts
towards Japan, and Waterdrop is recommended to expand there first. Finally, Waterdrop is
advised to open up a subsidiary and adapt its product offering specifically catered to Japanese
preferences. In terms of marketing, the start-up’s positioning best focuses on the health
advantages of hydration and the convenience of the company’s consumption solutions.

Ultimately, the findings are bundled into specific final recommendations.

1 Waterdrop — the Company (Group part)

Despite the scientifically undisputed fact that the human body must have sufficient water to
work effectively, many still consume insufficient levels. Thus, in 2016, Waterdrop Microdrink
GmbH only referred to as Waterdrop from here, an upscaling Austrian start-up, introduced the
first flavored ‘microdrink’ to the world (Waterdrop 2022f). The initial problem of lack of
hydration among humans led the founders Martin Murray, Henry Murray, and Christoph
Hermann to actively develop ecological solutions to promote responsible consumption of (tap)
water. The Austrian start-up is determined to encourage water consumption by enriching water

with flavors and vitamins while reducing the use of plastic. Its vision is to become the world's
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leading hydration brand, empowering everyone to live healthier and more sustainable lives

(Waterdrop 2022d).

1.1 Internal Situation Analysis

Waterdrop is headquartered in Vienna, Austria, and sells its products ranging from flavored
cubes to drink-tech on a global scale. The product portfolio comprises microdrinks,
microenergy, microtea, drinkware or accessories, and drink-tech gadgets. The best-selling
product is microdrinks, technically cubes that have been flavor- and vitamin-enhanced, utilizing
ingredients like Asian Ginseng, African Boabab, Moringa from India, or Acai from Brazil
(Braemer 2017; Waterdrop 2022e). Once the cubes are dissolved in water, the finished beverage
can be enjoyed. As consumers use decentralized-available water, the cubes are a significantly
more convenient alternative to traditional bottled beverages, reducing plastic and emissions by
98% and being sustainable (Waterdrop 2022d). In 2021, Waterdrop acquired the start-up
‘Purgaty’ which originally invented ‘Lucy’ as an innovative smart cap, allowing it to enter the
drink-tech market. Lucy cleans your water using UV-C light, tracks your daily consumption,
and reminds you to drink via an app, which functions as your ‘personal drinking assistant’
(Heide and Peterson 2021). Waterdrop has been posting consistently rising sales figures by
selling around 200 million cubes (Hising 2021) across 13 countries and just recently expanded
to Singapore (Heide and Peterson 2021). Meanwhile, the venture has over 1.5 million online
clients and 250 employees and is set to become a unicorn (Steinschaden and Murray 2021).
According to Business insiders, global revenues in 2021 accounted for roughly €90m and are
projected to grow by 70% in the fiscal year 2022 (Hufner 2022). Based on the company’s
forecasts, the US market targeted in 2021 will likely surpass all others by 2022, indicating
tremendous growth potential for Waterdrop in foreign markets. By offering microdrinks,
drinkware, and drink tech, Waterdrop aims to build an entire ecosystem leveraging its growing
customer base. As of 2021, drinkware, specifically glass and steel bottles, accounted for 20%
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of its revenues. Hence, the start-up has entered multiple sectors stirring up the conventional

beverage industry, which will be explored in detail in the next section (Lindenberger 2021).

The beverage industry is highly competitive (Heide and Peterson 2021). However, introducing
a wide variety of sustainable microdrinks in the form of flavored water enhanced with vitamins
while focusing on deviating distribution channels will allow Waterdrop to distinguish itself and
serve a new category within the sector. According to Murray, Waterdrop’s multiple distribution
channels represent a significant factor in the company’s uprise. It also supports omnichannel
presence by allowing online-to-offline and offline-to-online transitions. Apart from being listed
in more than 10,000 retail outlets and operating 29 flagship stores in Austria, Germany, France,
the United Kingdom, Czech, Slovakia, Netherlands, USA, and Singapore (Case Centre 2022;
Waterdrop 2022b), up to 90% of sales are generated through online direct-to-customer (D2C),
namely ‘Waterdrop.com’ (Heide and Peterson 2021). Combining local physical presence with
company-owned stores or flagship stores as the so-called ‘brick and mortar’ and broad online
presence using marketing measures facilitates rapid yet robust growth. Waterdrop’s Compound
Annual Growth Rate (CAGR) rose by almost 300% from 2017 to 2020, making it the most
rapidly expanding food and beverage group in the Financial Times’ latest ranking of Europe’s
fastest-growing companies (Kelly 2022). Further, offering smart drink-tech gadgets will
promote growth and allow new marketing methods, such as gamification, by exposing the
customer to challenges aiming for sufficient hydration. This also increases overall traffic on
Waterdrop’s website and application. Waterdrop also offers customized solutions for selected

companies serving the B2B market (Watson 2022).

Moreover, the company invests heavily in internal research and development to improve its
products and services based on direct customer feedback. Hence, the venture follows the ‘lean
start-up’ methodology, favoring experimentation and integrating customer feedback rather than

upfront planning (Blank 2013). Furthermore, due to its D2C business model and a local
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presence through flagship stores, Waterdrop gathers valuable customer data at the points of
sales and consumption, providing a significant advantage over other industry players. Thus, in-
house development employing 14 engineers, production facilities, and valuable customer data
generated through the app build up internal resources and capabilities, allowing for rapid
progress and a competitive edge. As Waterdrop considers itself a tech start-up, protecting
intellectual property (IP) is essential. Hence, Waterdrop has issued several patents for its tech-
invention ‘Lucy’ (Deutsches Patent- und Markenamt 2022) and preserves its know-how
through in-house facilities, which safeguards significant revenue streams. Further, the start-up
aims to protect its intellectual property with confidentiality agreements and utility models
(Harroch 2017). However, patents also have their downside as it allows potential competitors
to access valuable information, which might promote imitation hence fierce competition. Thus,
having a well-known and established brand registered as a trademark while scaling a start-up is

equally important, as the reputation delivers a competitive edge (Graf and Murray 2021).

Microdrinks Drinkware & Bundles Drink-Tech

Lucy Smart Cup
.'/g- ?

Lucy Filter Carafe

" L“f,-—,
7

Microdrinks

Hydration App

Figure 1: Waterdrop's business overview and product portfolio

NOVA ;

NOVA SCHOOL OF
BUSINESS £ ECONOMICS



Waterdrop has seeded around €60m in its Series B funding, which will be invested in internal
resources and capabilities, the infrastructure, the organization, and marketing to enhance its
expansion (Modemann and Murray 2022) Apart from the leading Singaporean state fund
Temasek (2022), numerous private investors, namely Bitburger Ventures, Founders Future,
Alexandra Arnault, and Dagmar Wohrl, have invested as well. The operating cash flow allows
for running the business’s core markets. In contrast, additional funding intends to improve the
products and customer journey further while expanding to untapped and emerging markets.
Waterdrop profits from an early mover advantage by building its ecosystem to promote cross-
selling within its product portfolio and finally lock in customers as customer loyalty and trust
were built. According to industry experts, the valuation of a start-up within the food industry is
usually four to six times its net revenue, which in the case of Waterdrop sums up to
approximately half a billion euros, making it one of the highest-valued start-ups in Austria

(Hufner 2022).

The start-up addresses several micro-trends, which will be explored in detail in the following
industry analysis section. By serving an entirely new category of micro supplements and
adopting a multi-channel distribution concept, Waterdrop is following the blue ocean strategy,
which means that the company does not face direct competition (Chan Kim and Mauborgne

2005)

1.2 External Industry Analysis

Waterdrop’s sterling success in its home market and the USA is undeniable (Lindenberger
2021). However, a company’s success must always be measured relative to its industry. Getting
a feel for the competition and the general condition in the industry is vital to understanding
where Waterdrop stands, the opportunities and threats it faces, and getting better clarity on the
future scenarios or trends that might play out. Thus, a holistic analysis of the industry gives us

a clear and composite picture of Waterdrop’s current position and will also help identify the
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strategic decisions that it must take in order to set itself up for success in new, unchartered
territory. The following section will analyze the various facets of the global beverage industry

in which Waterdrop operates.

1.2.1 Industry Overview

By the virtue of trying to get people to consume less sugary beverages and water out of plastic
bottles, Waterdrop’s relevant industries are the non-alcoholic beverage market and the bottled
water industry. By definition and scope, this market includes bottled water, soft drinks, and
juices, while soft drinks are further broken down into carbonated and non-carbonated soft
drinks. Non-carbonated soft drinks can be of several types, including ready-to-drink teas,
energy drinks, and even nectars. Since the trend in the industry has been shifting towards the
consumption of healthier, non-alcoholic, and low on sugar beverages, there has been a steady
rise in products like bottled water and more non-carbonated offerings like ready-to-drink teas
and coffee. The functional water segment, that includes water fortified with nutrients or other
ingredients that intend to provide added health and wellness, such as stress relief, skin, hair,

and nail care, is prospering (Statista 20220).

Water and Bottled Water Carbonates and Soft Drinks Water Additives
<9 e 4 afad M- - e
7 amm A W Bs B .o
e, |0 ) ] efoe
Nes#s. HiSd W r A «@ we e ~ N
=R
(T\, * Healthiest drink in the world » Taste « Convenience of use and
"« Frequently available * Associated with freshness transport
CL\. « Taste * Sugar and other chemicals added * Lack of awareness
—/ =+ Mostly plastic packaging * Health issues associated * Chemical additives

Figure 2: Advantages- and disadvantages of existing non-alcoholic beverage categories

In the context of the global non-alcoholic beverage industry and in keeping with the growing
trends in the industry, Waterdrop carved a niche for itself, specifically in the nutritional

beverage market. Since Waterdrop enhances water consumed with naturally occurring flavours
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and vitamins to make it healthier, it also positions itself in the functional beverage space.
Functional beverages have specific formulations of bioactive elements like vitamins, minerals,
omega-3, probiotics, and other nutrients that boost health benefits. Their purpose targets weight

loss, hydration, athletic performance, and added energy (Precedence Research 2021).

1.2.2 Global Non-Alcoholic Beverage Industry

As of 2022, the global non-alcoholic beverage industry stands at a revenue of €1.12 trillion.
This trend appears to be gaining momentum, as the predicted CAGR for 2022-2026 is around
6.08%. In terms of volume, the industry is slated to amount to 931,373.8m litres by 2026. The
expected volume growth is said to be 6.1% in 2023, while the average volume per person in
this market is expected to reach 108.21 litres in 2022. (Statista 20220) Within the non-alcoholic
beverage space, soft drinks are the largest consumed segment, with a volume of €0.76 trillion
in 2022. However, the subcategory of functional beverages also targeted by Waterdrop has
gained the most momentum. It is proliferating, reflecting the currently shifting consumer
preferences in consumption, which is reflected in this segment’s sheer valuation numbers and
growth rate (Statista 2022k). The segment was valued at around €122.75bn in 2021 and will
experience a CAGR of 8.94%, to be valued at €265.23bn by 2030. (Precedence Research and

Globe Newswire 2022).

In terms of revenue, the non-alcoholic beverage market globally is dominated by the Coca-Cola
Corporation, PepsiCo, Nestlé Waters, Danone, and Red Bull. Smaller than these players, yet
significant in share, are multi-national brand players with high local and regional prominence -
companies like Suntory, BritVic, Kirin, and Asahi. The bottling partners like Coca-Cola
European Partners (CCEP), FEMSA, and similar companies are also strong revenue share
contenders (Statista 20220). Geographically, most of the revenue for this industry comes from
the United States, sitting at approximately €380.1bn (Statista 20220). However, looking at

volumes, the consumption of all packed beverages in Asia in 2020 was the highest in the world,
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at 283.3bn litres, and is likely to keep the #1 spot in 2023, with consumption going up to
298.9bn litres. A report from Global Market Insights also pegged the growth of the non-
alcoholic beverage market at 7% from 2019 to 2025 for Asia Pacific alone (Neo and Yu Lim

2020).

Structurally, this industry divides sales into retail for home consumption and on-premises or
food service sales for out-of-home consumption. The at-home market, also referred to as the
off-trade market, covers all retail sales in supermarkets, hypermarkets, convenience stores, or
similar channels. The out-of-home market (on-trade market, away-from-home market, or
HORECA) includes sales to hotels, restaurants, catering, cafés, bars, and similar hospitality

establishments (Statista 20220).

In the non-alcoholic beverage market, only 3.5% of total revenue will be generated through
online sales by 2022. This shows that the industry is still heavily reliant on offline sales (Statista
20220). Referring back to the motivation of the founders to start Waterdrop, the status quo in
the beverage market for several years has been the dominance of a few multinational players
like Coca-Cola and PepsiCo, but with solid rivalry. Traditionally, the dominant distribution
channel has been offline - through supermarkets, hypermarkets, and convenience stores. The
big players leverage their size to dominate supply chains, hold a significant amount of retail

space and spend millions on marketing (Niessing 2016).

1.2.3 Five-Forces Porter Analysis

One of the most effective ways to get a feel for the industry’s climate and pressures from other
players is Porter’s Five Force Analysis. This is a macro tool to analyse the success of a business
in relation to other businesses across all levels of the value chain, using five specific factors
(Porter 1979; 2008). The five factors are described in the following section, specifically

regarding Waterdrop and the beverage industry they operate in.

NOVA 1

NOVA SCHOOL OF
BUSINESS & ECONOMICS



Competitive rivalry: This dimension analyses how many other businesses currently exist as
close competition and what their capabilities are (Marci 2022). Generally, as the number of
businesses within a given market increases and customers have lower switching costs, the
competitive rivalry rises. This is due to the higher intensity of competition, which creates
difficulties in terms of coordination and de-escalation among the players in the market (G. Scott
and Williams 2022). From a broader perspective, since Waterdrop competes in the non-
alcoholic beverage space, any soft drink could be regarded as a competitor, from which
Waterdrop could gain potential new customers. Especially regarding the industry’s primary
distribution channel being retail, players tend to compete on shelf space at the point of purchase.
However, based on Waterdrop’s disruptive D2C focus, this is only partially applicable. There
are only some water enhancers from the beverage and water purification space that have a
similar vision and compete on similar value drivers like the Austrian start-up. Waterdrop’s
closest competitors in their home markets would be Austria Juice, air up and ADD TO WATER

(Air Up 2022; Austria Juice 2022; Add To Water 2022).

Austria juice produces juice concentrates, compounds and flavours and has customized
products for water fortification. The company’s annual turnover is roughly €250m, with
processing plants in Poland, Hungary, China, and Germany (Agrana 2022). In addition, air up
is another company based in Germany that works for the fortification or flavouring of regular
drinking water. The product concept of air up is slightly different from that of Waterdrop, as it
uses a system to convert water in a reusable water bottle into flavoured water only with scent,
using pods. However, the aim of both companies is quite similar in that they enrich water and
reduce plastic in the beverage industry. Air up has raised around €64.5m in funding over five
rounds (Crunchbase 2022) and is estimated to have an annual revenue of €120m (Growjo
2022). ADD TO WATER is another water flavour enhancer that uses only natural fruit and

plant extracts. Unlike Waterdrop, this version is liquid and needs ‘3-5 pumps’ per glass of water.
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The Austrian company has different flavours, and customers can pick their ‘flavour packages’
to purchase (Add To Water 2022). The company recently raised €500,000 in a seed round of

funding in October 2022 (Crunchbase 2022).

In conclusion, there are no companies that offer exactly the same products or offer the same
value drivers as Waterdrop. However, few competitors with close substitutes exist while the
industry itself is growing. Due to the absence of switching costs and many players contesting
for scarce shelf spaces, price rivalry is rising. However, since Waterdrop has carved a niche
within the non-alcoholic beverage market due to its disruptive approach, it can be concluded

that the competitive rivalry is medium.

Bargaining power of suppliers: This force estimates the number, availability, and negotiation
power held by suppliers of a business. Suppliers’ bargaining power directly influences prices,
which ultimately affects a business’s bottom line. Most often, it is favourable for a company to
be able to choose between numerous different suppliers. This is because multiple suppliers
would need to compete with one another, ultimately reducing prices for the recipient of goods.
In this case, the bargaining power for the receiving company would be high. The opposite case
is true if there is only one supplier that the receiving company depends on. The supplier finds
itself in a monopolist situation, enabling it to enforce higher prices. In this event, bargaining
power for the receiving company would be low, as no alternatives exist (Corporate Finance

Institute 2022a; Master Class 2022a).

Instead of focusing on outsourcing, Waterdrop can hold significant control over its processes,
costs, and supplier power by concentrating on in-house production. While the typical beverage
and bottled water provider offers liquids in glasses, cans and plastics, Waterdrop minimizes its
need for materials (Waterdrop 2022f). The raw materials are usually locally sourced, while the

superfood extracts used (baobab, moringa, elderflower) are sourced and offered worldwide.
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Most raw materials are common and naturally occurring ingredients like acai, blackcurrant,
peach, ginger, and lime (Braemer 2017). However, since Waterdrop insists on locally sourced
ingredients of excellent quality, it might limit the options of alternative suppliers, hence
increasing supplier power. Another factor that may increase supplier power is Waterdrop’s rigid
specifications regarding packaging design and material. Waterdrop believes in having
packaging that is sustainable, lightweight, biodegradable, and attractive. They currently use
material from a Netherlands-based company, PaperFoam, which produces this packaging
material from starch and fibre (Mohan 2022). These specifications can result in higher costs
and dependencies, thus significantly increasing supplier power. Considering the entirety of
factors, the bargaining power of suppliers for Waterdrop can be categorized as being on a low

to medium level.

Bargaining power of customers: Another important force when analysing the competition is
the bargaining power of customers, with its main driver being the relative dependence on
customers. It measures the extent of impact customers have on the pricing and quality of a
business’s offerings. The lower the number of customers and the higher the relative share each
customer contributes revenue-wise, the higher their influence (Corporate Finance Institute
2022b; Gamal 2021). Since Waterdrop follows multiple sales channels as part of its business
model, evaluating this force needs a two-dimensional consideration, namely the D2C model
and the conventional sales channels of beverage companies, including retail. Waterdrop has a
customer base of roughly 2 million customers and a community of 100,000 customers
considered highly loyal ambassadors. The average spending per customer only amounts to €35,
while around half of all the first-time customers on the website tend to return (Heide and
Peterson 2021). Hence, one customer is relatively insignificant in its entirety, which results in
the low bargaining power of customers for the online business. In terms of retailing as the

conventional sales channel, the most significant share of the industry is generated by only a
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small number of retail players; hence the relative dependence on the conventional retailing
sector is high. The same applies to relative bargaining power since bulk volumes lead to lower
prices. However, as the preponderance of Waterdrop’s revenue (90%) is generated through its
online sales, which aim to achieve repeat purchases and attract new customers to boost net sales,

the overall bargaining power of customers is still low to medium (Heide and Peterson 2021).

Threat of new entrants: This force addresses the entry barriers for potential new competitors
in a market (Niessing 2016). The less time and resources it takes to enter a market and
effectively compete with existing players, the higher the threat is for a running business to be
weakened. Entry barriers are typically high if an existing player already profits from economies
of scale, as a high production volume decreases overall fix costs and operational expenses (Yip
1982). Furthermore, a strong brand and loyal customer base of an existing market participant
can impede the entry aspirations of third parties. Also, the higher the capital requirements to
realize operations within a certain industry, the stronger the entry barriers. Finally, another
important factor to consider are switching costs for consumers. The easier it is for the customer
to switch to another company, the higher the attraction for additional players in the market

(Corporate Finance Institute 2022c; Master Class 2022b).

Waterdrop finds itself in a disruptive position, offering unconventional products to the non-
alcoholic beverages market. Its fast growth and expansion likely give momentum to the
company, which continuously learns how to decrease production costs and reach operational
excellence. However, more than economies of scale are likely needed for Waterdrop to protect
itself from big market players, should it decide to follow suit. The beverage ‘giants’ have strong
capital resources at their disposal, and most of them started exploring the healthy and
environmentally conscious side of the business as well, though not yet competing with
Waterdrop directly. The product complexity of Waterdrop’s dissolving cubes is comparatively

low. However, Waterdrop profits from strong brand identity and high customer retention. It
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managed to create its own community, and its products are perceived as high in quality. Finally,
switching costs for customers are low as they are not bound to Waterdrop as a provider of
flavoured drinks and hydration-related tech gadgets. In conclusion, the threat of new entrants
can be described as medium to high, especially due to low capital requirements and switching

costs for customers.

Threat of substitute products: This force measures how easily customers can switch from one
company’s product offerings to another. The threat of substitutes is high when competitors,
including companies operating outside the core market, offer products of higher quality or lower
price. Customers are then given the opportunity to weigh out differences in performance. This
applies especially if other products are characterized by similar benefits in exchange for a

competitive price (Luenendonk 2019; Octopus 2020).

For Waterdrop, the threat of substitutes is medium. On the one hand, customers can easily
switch to conventional non-alcoholic beverages. Furthermore, previously assessed competitors
like Air Up and Austrian Juice can be considered as more direct alternatives for Waterdrop’s
offerings. On the other hand, Waterdrop serves a strong client base that consciously looks for
alternatives to less healthy and environmentally friendly drinks. Therefore, one could argue that
Waterdrop is more of a substitute to conventional drinks than the other way around. Consumer
inclination to switch products seems more inadequate, as efforts have been made to strengthen
loyalty. The result shows that Waterdrop’s community members buy 3-4 times more often than

regular customers (Heide and Peterson 2021).

In conclusion of the Porter’s Five Forces analysis, it can be stated that there are only few close
competitors within the wider scope of non-alcoholic drink providers. Nonetheless, overall
competition is fierce, though Waterdrop operates in its self-created niche. Both customer and

supplier bargaining power were rated low to medium, as Waterdrop does not rely exclusively
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on a few, but on many individual suppliers and buyers. New entrants are a realistic threat to
Waterdrop due to the comparatively low switching costs for customers and capital requirements
to enter the market. Substitute products are all around, though Waterdrop’s customers

specifically fancy the healthy and environmentally conscious product characteristics.

1.3 Brand Strategy

In the beverage industry, tasteful water drinks were a fundamental part of the product portfolios
of dominant brands, such as Danone, Nestlé, Coca-Cola, and PepsiCo. Hence, Waterdrop’s
ambition to become the leading global hydration brand requires a sophisticated brand strategy.
In this regard, the Austrian start-up focuses on retail and online marketing to achieve

profitability through scale while maintaining a sustainable and ecologically friendly product.

1.3.1 D2C Brand - Special Retail Strategy

Being a category first mover means that a brand foremost makes publicity for the category
rather than its product (Yoon, Lochhead, and Cole 2019). For this reason, growing sales within
retail by focusing on increasing market share, buying rates, household penetration, repeat
purchases and new markets is crucial for developing a global brand (Brusselmans, Balsberg,
and Root 2014; Fader and Schmittlein 1993). So far, Waterdrop’s Marketing approach
emphasizes a specific approach to retail and distribution based primarily on its D2C brand

model.

The D2C marketing models sell directly to end customers without needing retailers, which
eliminates costs and helps achieve control over sales, prices, and customer data (Leimstoll and
Wolfle 2021). Online Marketing further allows brands to be in direct contact with their client
base, identify differences in purchasing habits and recognize unmet demands of contemporary
customers, which helps build stronger relationships (Kathi 2021). Waterdrop took a chance by

disregarding the typical distribution technique that most non-alcoholic beverages employ, pre-
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made in some container. Using the point-of-sale system of Shopify, they could sidestep the
crowded shelves prevalent in most retail venues, where a few large firms control the industry
(Lindenberger 2021; Maverick and James 2022). Furthermore, bypassing retail allows higher

margins at a lower price and builds intense brand recognition (Gielens and Steenkamp 2019).

The Waterdrop online shop was launched in early 2017. To date, it is the most potent sales
channel (Heide and Peterson 2021). In 2021, 90% of sales were targeted to be generated online,
with a sales target of €76m to €95m. Online users were about 150,000 customers that spent an
average monthly amount of €35 each. The trial packages are the best sellers. With ten aroma
cubes, most customers would have two to three favorites they would buy repeatedly. According
to Murray, around half of all buyers return. The other 10% of sales in Germany were generated
via the 8,000 drugstores, deliveries to corporate customers and flagship stores (Heide 2021).
According to e-mail correspondence with Julia Troster from Waterdrop (see Appendix 5), in
Singapore, the brand generally expects an accumulated revenue of 80% online and 20% in-store
sales until 2024, aiming to generate around €2.8m. Furthermore, Waterdrop aims to expand
from purely D2C direct sales into more conventional retail. Since July 2022, they have been a

listed product on amazon and aim for €400m of sales by 2025 (Evans 2022).

Flagship stores help Waterdrop generate additional retail and brand awareness through in-store
publicity. So far, Waterdrop employs 29 flagship stores in Europe, the United Kingdom, the
United States and Singapore (Waterdrop 2022b). Because of this that dual channel model,
events, product debuts, and other marketing activities can be held by Waterdrop in-store. Due
to cheaper costs and the flexibility to test, change, and adapt, stores can provide a terrific

alternative development strategy.
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1.3.2 Positioning

Waterdrop’s positioning in the Austrian market derives from the desire to disrupt the global
beverage industry and is backed by a sophisticated brand approach that redefines how people
think about water. Waterdrop presumed that the world’s healthiest drink already exists, namely
water. From a functional product attribute perspective, one part of the brand’s mission is to
promote responsible water consumption and being hydrated, which satisfies a basic human
need. Hence, Waterdrop is a brand designed for the mass market. However, the other more
abstract part of the unique value proposition is to actively develop ecological solutions and
eliminate the use of plastic to reduce Co2 emissions. This includes a vision of the world, which
is about causes, ideas, ideals and values, indicating Waterdrop’s ambition to become a potential
lifestyle brand and distinguishing it from other brands in the beverage market. Hence, the
motivation for purchasing Waterdrop’s flavor-infused cubes and design bottles is partly about
meeting fundamental requirements, like improving one’s well-being and enjoying the good
taste, but acting sustainably or even making an impact on others. Furthermore, the products
focus on user simplicity while being very attuned to design and are developed with cutting-
edge technology and innovation. In addition, creating a lightweight, compact product would
enable Waterdrop to utilize internet sales channels from the typically established industry and
is also associated with more sustainability. This combination of beauty, health, environment
and sustainability concerns appeals especially to young to mid-aged adults who are aware of
their lifestyle and the impact their consumption has on the environment. According to
Waterdrop, about 70% of the website purchases are made by women between 25-50 years old,

making this not an exclusive but leading target consumer group (Watson 2022).
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world in plastic containers, causing damage for the planet because of plastic
usage and CO2 emissions.

Figure 3: Waterdrop’s current positioning statement & brand strategy
1.4 Country-related Success Factors in the Home Market

Before evaluating Waterdrop’s maturity for market expansion and preliminary assessing
regions of interest, it is vital to take a closer look at the company’s home market and its
conditions. Thereby, it is possible to gain an understanding of the country-specific factors
contributing to Waterdrop’s success as well as to derive determinants that should be considered

for any potential new market entries.

Although Waterdrop is headquartered and was founded in Vienna, it is reasonable to refer to
not only Austria but also Germany as the home market for the 6-year-old company. This is
because, from the initial launch phase onwards, Waterdrop located its main production sites in
Germany and formed strategic partnerships with drugstore chains and supermarkets from both
countries in order to offer its products (Waterdrop 2022c; Chi 2018). Furthermore, despite being
founded in Austria, the founders decided to pitch their company to potential investors in the
German equivalent of the USA TV-show ‘shark tank’ in 2018, a series in which founders pitch
their business idea and hope to secure funding. Thereby alone, Waterdrop was introduced to
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2.95 million viewers according to audience share statistics (T-Online 2018). Among other
investors, Waterdrop received early-stage financing from German star investor and ‘shark’
Dagmar Woehrl — namely €500,000 — who is known for her excellent relations with the retail
industry and helped leverage Waterdrop’s revenue from €5m in 2018 to €40m in 2019, in the

cause of only one year (Startup Valley 2019; Kriesl 2018).

Michael Porter argued that the economic environment of the home market is linked directly to
a firm’s robustness and competitiveness (Porter 1980). In order to create and sustain a
competitive advantage on an international level, it might be beneficial to assess possible
country-specific advantages. In the book “Competitive Advantage of Nations”, Porter
introduces his diamond model (1990). The framework consists of four mutually reinforcing
conditions that, if favorable, promise stronger international competitiveness. In the following,

Waterdrop’s home market conditions will be analyzed accordingly.

Firm Strategy, Structure,

Chanc/ and Rivalry T~

< >

Factor Conditions $ { ™ Demand Conditions

\ Related and Supporting /Eove rmment

Industries

Figure 4. Porter’s Diamond Model (1990)

To describe factor conditions, Porter (1990) refers to basic economic theory’s determinants —
land, labor, capital, natural resources, and infrastructure. Substantially, the term reflects a
country’s ability to provide and develop these factors. Both Germany and Austria are regarded
as highly developed industrialized countries whose economic systems can be characterized as
social market economies (World Population Review 2022a). Combined, both country’s
population size equals up to a total of 92 million people, of which roughly 11% live in urban
agglomerations of more than one million (World Bank 2022a). Germany and Austria’s GDP
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per capita equals €54,990 and €55,464, respectively, placing them among the world’s top 20
nations in terms of productivity output per inhabitant (World Bank 2022a). According to both
country’s federal statistical offices, the median household income among the working-age
population is €40,451 and €42,144 before taxes (German Federal Statistical Office 2020;
Austrian Statistical Office 2020). These figures demonstrate that Waterdrop’s home market

consists of comparatively strong middle-class consumers that the company can address.

Another aspect of Waterdrop’s home market factors is the presence of strong human capital and
a qualified workforce due to high and accessible education standards. This is shown by the
human development index (HDI), which measures a country’s performance in health,
education, and standard of living with a score ranging from 0-1. Germany and Austria are
among the top 25 countries worldwide, scoring 0.942 and 0.916, respectively (UN
Development Report 2022). Furthermore, according to Yale University (2022), assessing the
environmental performance index (EPI) of 180 countries, both countries are among the top 13
nations most committed in terms of environmental measures and standards. Both the HDI and
EPI are indicators of a population’s ability to comprehend the need for environmentally friendly
actions as well as the extent to which these actions are regarded as a priority by governmental
bodies. Since Waterdrop’s products are all characterized by sustainable attributes, these
conditions are likely contributing to the company’s home market success. Additionally,

recruitment of qualified personnel, i.e. for developing new products, is eased.

Another factor favoring Waterdrop’s business success is the functioning infrastructure in
Germany and Austria, which is a core prerequisite for the whole value chain process - especially
regarding sales and distribution. In general, the infrastructure is well-developed in all major
facets, such as energy supply, housing, transportation, and communication, when compared
with international standards (Germany Trade & Invest 2022). For Waterdrop, the interlocking

network of roads, rails, airports, and harbors is essential for transporting goods to export to
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other countries and delivering domestic customers’ orders directly to their homes. The logistic
performance index for Germany and Austria, which indicates the competence and quality of
transportation services on a scale from 1 to 5, is 4.31 and 4.08, respectively, placing both
countries among the top 6 nations worldwide (World Bank 2018). There is comprehensive web
connectivity, as 89.81% of the German and 87.53% of the Austrian population is using the
internet, according to the World Bank (World Bank 2020a), which also is essential for a
company like Waterdrop, heavily relying on online sales. Furthermore, the population’s access
to clean water is a fundamental requirement for potential consumers to use Waterdrop’s product
line. 99.99% of the German and 98.90% of the Austrian population uses safely managed

drinking water services (World Bank 2020b).

The term demand conditions alludes to the complexity and level of the home-market consumer
demand (Porter 1990). To avoid overlapping content with previous chapters, the focus of the
following analysis will lie on country-specific consumer characteristics. In general terms,
Germany and Austria are considered mass consumer societies, where buyers have high
expectations for quality while being extremely price sensitive (Santander 2022b; Standard Bank
2022a; Expansion Eco 2020). Consumers are keen to learn as much as possible about similar
product offerings and substitutes, their features and origin. Competition for customers is fierce,
as both countries’ consumers belong to the most demanding in the world, some willing to pay
significantly more for better quality (Santander 2022b; Standard Bank 2022a). For Germany,
online shopping has even become the norm, and the country is Europe’s biggest online market

(Brougham 2022).

The revenue in the e-commerce market is projected to reach €147.94bn in Germany and Austria
by the end of 2022, accounting for roughly 3% of e-commerce sales world-wide (Statista 20223;
2021a). The average order value per capita for goods purchased online is €152.10 for Germans

and €97.50 for Austrians, revealing a significant difference in consumer habits (Ager 2021).
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While both markets show very similar characteristics overall, German consumers seem to be
stronger not only in terms of quantity but also in their willingness to spend money per online
acquisition. On the other hand, if looking at the annual e-commerce revenue per capita for
Germany and Austria, spendings are about similar at €1,635 and €1,698, respectively (Statista
2022a; World Bank 2022a). This leads to the conclusion that Austrians purchase online more
often, while Germans tend to make bigger orders. The CAGR for e-commerce revenue between
2022 and 2025 is 11.46% for Germany and 16.59% for Austria (Statista 2022a). In conclusion,
Waterdrop’s home market is characterized by a strong e-commerce sector that is expected to

grow in overall online sales and yield only minor regional differences.

As stated before, German and Austrian citizens are characterized by high income and
purchasing power resulting in a high standard of living. Germans spend around 52% of their
income on essential goods like housing, energy, food, and hydration, which leaves a strong gap
for spending on non-essential, rather self-fulfilling purchases (German Federal Statistical
Office 2022). In Austria, spendings on essential goods are even lower at 30% (Balgaranov
2021). This again benefits Waterdrop as its products can be categorized as ‘non-essential’, since
flavored drops and tech bottles are much more likely to satisfy an individual’s quest for pleasant
taste than they are to fulfill basic physiological needs. Furthermore, since Waterdrop offers
innovative products, it seems to be beneficial for the company that the population of its home
market is used to the development of new and improved goods. Evidence for this claim is
provided by the Global Innovation Index (GII) of the World Intellectual Property Organization
(WIPO), which ranks the world’s economies according to their innovation capabilities. There
are 80 different variables evaluated in the GII to capture the multi-dimensional facets of
innovation. The result: out of a total of 132 economies that were assessed, Germany and Austria

are among the top 18 countries (WIPO 2021).
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The firm’s strategy, structure, and rivalry are defined as the term by which country-specific
characteristics shape a company’s “creation, organization, and management” (Porter 1990).
According to Porter (1990), this also applies to the presence of strong local rivalry, which favors
the creation and durability of competitive advantage. As stated before, Waterdrop pursues a
blue ocean strategy, indicating strong indirect competition, but fewer direct competitors in the
field. As has been assessed in Porter’s Five Analysis earlier, there are a few innovative local
start-ups and scale-ups competing in the same industry and under similar ecological and health-
related mission statements. Nonetheless, these companies offer products that differ from
Waterdrop’s merchandise in terms of type, functionality, and intended purpose. The company
is eager to grow, especially by leveraging its online sales and further looking out for potential
expansions to the product line if synergies are identified. While German and Austrian business
culture is generally marked by hierarchical structures, careful planning, aspired perfectionism,
punctuality, privacy and formal relations (Santander 2022a), Waterdrop partly falls off the grid

due to its flat hierarchies and agile structures (Modemann and Murray 2022).

The fourth condition of the diamond model refers to the presence of related and supporting
industries in the home market, such as suitable suppliers and retailers (Porter 1990). Waterdrop
uses many local ingredients and materials for its products. Generally, the agricultural and
manufacturing industry in Germany and Austria is large, widespread, and diverse regarding its
output to meet the quality demands of people and businesses (Britannica 2022b; 2022a). In
addition to online sales, Waterdrop also profits from a broadly accessible network of
supermarkets and drug stores in its home market where the company offers its products. In fact,
Austria and Germany count among the top four European nations regarding supermarket
density per inhabitant (Karampour 2014). For the domestic shipping of its products, Waterdrop
uses the local post offices, which reliably deliver the goods to the company’s customers within

three days (Waterdrop 2022a; Percelous 2022; Germany Mantra 2010).
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Besides those mentioned above, two more factors contribute to the conditions given in the home
market. Porter (1990) calls these factors ‘government’ and ‘chance’. More precisely, he refers
to the strategy, policies, and regulations implemented by the government that impacts business
activities, but also the chances and opportunities related to certain events, which yield an
advantage and create a position of competitiveness (Mahmud 2019). Both Germany and Austria
are functioning democracies under the principle of separation of powers, which leaves little
room for arbitrariness and corruption (German Parliament 2022; Austrian Parliament 2022).
Furthermore, both countries are members of the European Union, which allows registered
businesses to benefit from one economic zone across all member states, including free
movement of people and goods (European Commission 2022b). Therefore, indicators such as
the ‘ease of doing business’ score from the World Bank (2019), place Austria and Germany in
the top 15% of all 190 countries assessed. The fact that the country risk is comparatively low is
also shown by other political risk ratings and economic freedom indexes, where Austria and
Germany are among the upper quantile (Credendo 2022; Heritage Foundation 2022). However,
both country’s taxes on corporate profits are comparatively high, as are regulatory standards.
While in Germany and Austria, the statutory tax rate for firms is ~29.9% and ~25%,
respectively, the global average, collected across 180 jurisdictions, is 23.54% (Bray 2021).
Regulatory hurdles in the EU are high, especially for digital and tech-driven companies, which

in adverse cases, stifles competition and innovation (Cennamo and Sokol 2021).

In conclusion, it can be noted that Waterdrop’s home market is characterized by high political
stability, strong economic productivity, functioning infrastructure, and strong middle-class
consumers. E-commerce is widely popular, and access to improved water resources is a matter
of course. As success in other markets also depends on the comprehension of existing country-
specific advantages (Porter 1990), the proximity and similarities to Austria and Germany will

—among other aspects — be considered further in the market selection analysis.
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1.5 Motives and Readiness for Internationalization

After the expansion to several European countries and the USA, Waterdrop eventually entered
Asia Pacific (APAC) by opening its first subsidiary in Singapore. Friendly business regulations
and a high proportion of English-speaking citizens make Singapore a strategic landing point,
offering the opportunity of a solid testing ground for Waterdrop’s products and paving the way
for expansion into greater APAC. Singapore also opens gateways to strong channel partners
relevant to business in other Asian countries (Dominguez 2022). Waterdrop’s strategic decision
to enter the Asian market requires further examination. There are several motives for
internationalization that can be broadly classified as seen in the following table (Rao and

Prasanthi 2019):

= Access to new markets and opportunities
= Following important customers
= To compete with key rivals

= Access to raw materials
= Gain access to knowledge or other assets
= Technological or managerial know-how in a key market

= Reduce sourcing and production costs while producing closer to costumers
= Government incentives in other markets
= Avoid trade barriers

Figure 5: Motives for internationalization (Rao and Prasanthi 2019)

With these factors in mind, Waterdrop’s motives would appear to be market-seeking, as seen
in its previous expansions. Thus, the following section will examine Waterdrop’s specific
‘Push- and Pull- forces’ related to internationalization efforts. ‘Push factors’ are unfavorable
trends in a home market that force firms to look for opportunities internationally (J. Evans et

al. 2008). Some important ‘Push factors’ for Waterdrop are as follows:

= The water enhancer market in Germany and Austria is highly competitive. As assessed
before, the market has vital players competing for market share (Mordor Intelligence

2022a).
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Population growth and the slow economic development is considered as Waterdrop’s
biggest ‘Push factor’. In 2021, the European Union’s population decreased by 0.18%
(Statista 2022x) and the economy is not expected to grow stronger than 2% (IMF 2022).
There are similar figures for Waterdrop’s founding market. Austria’s population only rose
by 0.2% from 2021 to 2022 and just 0.16% from 2020 to 2021, while the UN also predicts
a negative population growth by 2035 (Macrotrends 2022).

Waterdrop heavily relies on its online D2C sales. In 2022, only 3.5% of non-alcoholic
beverage revenue is generated by online sales in Europe, which is almost half the number

that can be observed for Asia, amounting to 7.1% (Statista 2022m).

Moreover, ‘Pull factors’ refer to favorable conditions in foreign markets that make it attractive

for a company to internationalize (J. Evans et al. 2008). There are several ‘Pull factors’

identified for Waterdrop with regards to Asia:

The population may be the biggest driving force pulling Waterdrop towards Asia. The
region alone holds about 59.8% of the total world population (Worldometer 2022).

The internet penetration rate in Asia is growing at a rapid pace. Asia’s internet penetration
was 67.4% in 2022, which is more than double the share observed in 2011 (Statista 2022g).
Several Asian economies are also developing at a rapid pace, as a result of which
urbanization and disposable income are increasing. For instance, countries like Singapore,
Japan, and South Korea all have an urbanisation rate above 80% (Worldometer 2022), and
are considered high-income economies, according to the World Bank (2022). On average,
the Asian economy grows more than twice as fast when compared to western countries

(IMF 2022).

However, there are big differences when comparing the individual countries and their

economies in detail. Therefore, these disparities will be analyzed thoroughly in the next chapter.
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2 Market Selection (Group part)

The Asian market is home to a diverse set of countries, including some of the world’s largest
and fastest-growing economies. There are many opportunities for brands looking to address
new audiences in growth markets (Dao 2021). Today, around 60% of the global population
lives in Asia (EDB Singapore 2021). E-commerce is growing apace, while Asian consumers
access the internet and social media primarily through smartphones, enabling brands to
optimize their engagement with consumers through direct interactions on their respective social
accounts (Dao 2021). If looking at the GDP growth, adjusted for inflation and presented by the
International Monetary Fund (IMF 2022), one can discover that the emerging and developing
APAC economies are expected to grow by 4%, which is despite any supply chain disruptions
by the Covid-19 pandemic and current interstate conflicts. ASEAN-5 states are expected to
enhance their productivity by 5.3% (IMF 2022). In comparison, advanced economies found in

Europe and North America are only expected to grow by 1.9% and 1.8%, respectively.

Another attribute contributing to market opportunity in Asia is the region’s middle class. In no
other part of the world does the middle class grow as rapidly as in Asia and simultaneously
have such a substantial size (Kharas 2017). The underlying study defines the middle class as
having annual incomes of €3811 to $34,650 per capita, taking into account purchasing power.
In 2020, approximately 2bn Asians could be counted into the middle class, which is set to reach
3.5bn by 2030. Ultimately, 66% of the world’s middle class will be Asian by 2030 (Buchholz
2020). Based on the parameters captured above and the entrepreneurial orientation of
Waterdrop towards Asia, the following analysis will focus on expansion opportunities in the

APAC region.
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2.1 Quantitative Country Ranking

In order to determine the markets that yield the highest potential for Waterdrop’s further
internationalization, a quantitative assessment of eligible countries was performed. In the first
step, 25 different variables were identified that are directly related to the firm’s industry and
customer segment. These variables were then divided into different categories: MARKET SIZE,
MARKET GROWTH RATE, MARKET INTENSITY, MARKET RECEPTIVITY, COMMERCIAL
INFRASTRUCTURE, STANDARD OF LIVING, and COUNTRY RIsK. For the initial assessment, 56
markets in the APAC region were considered. While 53 of these markets are officially enlisted
as Asian countries by the United Nations (2022b), the other three represent territories of unique
dependencies. However, since these markets — namely Taiwan, Hong Kong, and Macau — can
be regarded as autonomous economic zones, they were included in the analysis (Schwartz 2022;
Blend 2016). To collect the input data for each variable, comprehensive databanks were
consulted. Exemplary data was derived from the United Nations, World Bank, World
Intellectual Property Organization, Yale University, World Population Review, Statista,

Credendo, and Heritage Foundation.
25 different variables were identified and divided into different categories

J
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S" \"ZT4F s [ Market Size, Market Growth Rate, Market Intensity, Market Receptivity,

Y ) Commercial Infrastructure Standard of Living and Country Risk

< 1mn Market Size; > 6 Political Risk Rating (scale from 0-7); < 30 on the
business and economics freedom index (scale from 1-100).
56 APAC COUNTRIES < 45% Access to Improved Water; min €4747 median Household Income

ey Standardized to compare the countries across their different variables The
Standardization
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. .., After applying the weights, the quantitative country selection process revealed
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Figure 6: Market Selection Approach
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Nonetheless, certain countries were disregarded from further analysis due to an incomplete data
set or falling short of variable thresholds. Countries already entered by Waterdrop, such as
Singapore, were also disregarded. The thresholds were applied as cut-off levels to exclude
markets from analysis whose performance on certain variables is too poor to be seriously
considered. In fact, countries with a population < 1 million were disregarded, as the addressable
market size does not justify the opportunity costs associated with using limited and otherwise

better-allocated resources.

Furthermore, all countries with a score higher than six on the political risk rating (scale from 0-
7) were disregarded, and countries with a score below 30 on the business and economics
freedom index (scale from 1-100). The political risk rating evaluates the mechanisms for the
transfer and concentration of power, policymaking effectiveness, institutions’ independence,
social cohesion, and international relations (Credendo 2022). The business and economic
freedom indexes measure the difficulties of starting, operating, and closing a business in a
specific country. Additionally, fundamental economic rights of people are considered, such as
the right of every human to control their labor and property. It is evaluated to what extent
individuals are free to work, produce, consume, and invest and whether goods are allowed to
move freely (Heritage Foundation 2022). By applying the abovementioned thresholds,
countries characterized by solid arbitrariness and despotism are excluded to allow at least a

minimum of reliable business relations and avoid exposure to poor ethical standards.

Another variable for which a cut-off level was applied is the proportion of people using safely
managed drinking water services. In fact, water is regarded as safely managed when it can be
extracted from an improved source that is accessible on-premises. “Improved water sources
include [tap] water, boreholes or tube wells, protected dug wells, protected springs, and
packaged or delivered water” (World Bank 2020Db). It must be available whenever needed and

free from faecal and chemical contamination (World Bank 2020b). Access to purified drinking
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water is a prerequisite for Waterdrop’s products, whether thinking of flavored cubes that need
to dissolve in potable water or the tech gadgets, including bottle lid ‘Lucy’. Although ‘Lucy’
cleans your water by deactivating germs using UV-C light, it is specifically developed to
enhance drinkable water’s durability and not treat contaminated water. Therefore, countries
where less than 45% of the population has access to improved water resources were excluded

from further evaluation.

Finally, a threshold was set for a minimum annual median household income of €4747. The
median household income is the salary level that divides a population’s households into two
equal groups, with half having an income above that level and half having an income below
that level (M. Scott 2022). This way, it appears to be more accurate when compared to the mean
income, as the median income is not influenced by extreme values such as exceptionally high
salaries for a comparatively small proportion of the population. The rationale behind
establishing a threshold for people’s income can best be explained by the attributes of
Waterdrop’s product offerings. In a nutshell, the reason to buy the company’s flavored cubes
and design bottles is not to fulfil basic needs but to enhance personal well-being, enjoy excellent
taste, act environmentally conscious, or even make an impression in your social circle. For low-
income households with low purchasing power, this is less relevant as it is of higher importance
to afford ‘the water itself” than to afford good taste; hence the less money available per

household, the lower room for spending on non-essential goods.

After putting in the data for each variable and applying the abovementioned thresholds, the final
number of countries left was 25. Namely, China, Hong Kong, India, Indonesia, Japan, South
Korea, Qatar, Saudi Arabia, Taiwan, Thailand, United Arab Emirates, Vietnam, Bahrain,
Bangladesh, Cyprus, Irag, Jordan, Kazakhstan, Kuwait, Kyrgyz Republic, Malaysia, Myanmar,
Oman, Philippines, and Timor-Leste. In the next step, the data set was standardized to compare

the countries across different variables. The formula used for the standardization process is:
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’ Xij—min;
where X’jj corresponds to the standardized final value of country j on variable i.
Xij corresponds to the original score of country j on variable i.

mini stands for the minimum value of variable i.

Ri corresponds to the range of variable i.

After the standardization of the variables, weights were attached in accordance with the
variable’s relative importance to Waterdrop. The variables ‘e-commerce retail value’, ‘median
household income’, and ‘access to purified drinking water’ were identified to have the most
significant impact on the future sales potential of Waterdrop, mainly due to their company-
specific relevance. Therefore, a weight of 35% was assigned to these three variables (11.67%

each), making them the most influential in the subsequent country ranking.

The ‘e-commerce retail value’ entails the sale of physical goods through digital channels,
targeting private end consumers (B2C). The definition includes purchases by desktop
computers as well as mobile devices. Waterdrop makes more than 90% of its profit via online
sales and D2C shipping. The leading APAC market in this variable class is China, with annual
revenue of €1,298bn, followed by Japan and South Korea with €178bn and €113bn, respectively

(Statista 2022d).

The definition and rationale for allocating the variable ‘median household income’ among the
highest weighted variables was explained earlier when the cut-off levels were introduced. The
same applies to the variable ‘access to purified drinking water’. Qatar is revealed as the highest
performing country in terms of median income with €35,357, again followed by Japan and
South Korea with €30,589 and €30,031, respectively (World Population Review 2022c; United

Nations 2022a). Within our pool of investigated countries, there are seven markets where more
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than 98% of the population has permanent access to potable water. This peak performance list

of nations again includes Japan and South Korea (World Bank 2020b).

The second most influential group of variables in the subsequent country ranking consists of
‘e-commerce retail growth’, ‘individuals using the internet’ and the ‘ease of doing business’
indicator, represented by the assigned weight of 25% to these three variables (8.33% each). The
growth figures for the e-commerce retail value can be seen as an indicator of Waterdrop’s future
sales environment, as it provides information about an economy’s pace in scaling up the
absolute amount of online sales. The leading country in this variable class is Indonesia, with a
CAGR of 44%, followed by Thailand, with 38%. Nonetheless, it is worth mentioning that all
countries investigated are united by the fact that their growth rate exceeds 6%, with an average

growth rate of 20.5% (Statista 2022t).

The variable ‘individuals using the internet’ exposes the proportion of people connected to and
regularly using the internet. In more detail, internet users are defined as individuals who have
surfed the internet at least once within the last three months via devices such as a “computer,
mobile phone, personal digital assistant, games machine, digital TV’ (World Bank 2020a), and
others. As previously stated, Waterdrop makes the majority of its revenue from online sales,
which conversely means that wherever is no internet, there also is no sale. Of all 25 countries
under investigation, 11 nations exceed an internet penetration rate of 90%, again including

Japan and South Korea (World Bank 2020a).

The ‘ease of doing business’ indicator is driven by the belief that any economic activity requires
accessible, efficient, and simple regulation. In order to receive a descriptive score, data was
aggregated on a subnational and regional level, including information on domestic SMEs and

their product life cycles. Generally, the higher the regulatory impediments in a market, the
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harder it is for a business to set foot. According to this indicator, the best-performing country

is Hong Kong, followed by South Korea, while Japan ranks seventh (World Bank 2019).

The third most important group of variables for the subsequent country ranking consists of 9
variables assigned an overall weight of 20%. The variables ‘population size’ and ‘population
size female, ages 25-50” were assigned 2% each. The population size functions as an additional
indicator for the potential market size, as does the specific size for female citizens. Although
women currently make over 70% of Waterdrop’s sales, there is high uncertainty about whether
this would also be the case in a different market characterized by divergent cultures and
consumer habits. Therefore, it was decided to keep in mind that Waterdrop generally targets all
genders, which is why both variables are considered equally. China and India are the countries
reaching by far the highest numbers in these variable classes, with over 1 billion inhabitants

(World Bank 2022a; 2021h).

Another variable for which a weight of 4% was applied is the ‘e-commerce retail value per
capita’, which indicates the nationwide affinity and intensity of the population to order goods
online. This variable class is led by South Korea and Japan, with annual per capita spending of

$ 2,309 and $ 1,496, respectively (Statista 2022d; World Bank 2021h).

The ‘global innovation index’ (GII) captures the performance of the innovation ecosystem and
tracks the most recent global innovation trends based on a total of 81 sub-indicators. In
summary, the Gll records the extent and frequency by which innovative products are introduced
to the market and the population’s open-mindedness regarding adopting new market products.
As Waterdrop offers a disruptive set of products and aims to stir up the conventional beverages
industry, a high score on the GII likely portrays a favorable condition. According to the
observed figures, the innovation-friendly environment is highest in South Korea, followed by

China, Japan, and Hong Kong (WIPO 2021).
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Further included in the analysis are the variables ‘human development index’ (HDI) and
‘environmental performance index’ (EPI). Both were allocated a weight of 2% each. The HDI
IS a summary measure of average scores on core aspects of human development, such as life
expectancy, health care, knowledge, and standard of living. The EPI is also a summary measure
of average scores on critical sustainability matters, such as climate change performance and
ecosystem vitality. HDI and EPI rankings indicate which countries best address humanitarian
and environmental challenges. By implication, both indexes can be seen as indicators of a
population’s awareness for and prioritization of the general need for environmentally friendly
actions. A high dedication to sustainable habits would favor Waterdrop because the company
and its products are driven by the will to make a sustainable contribution. South Korea and
Japan are among the highest-performing countries in the HDI and EPI (UN Development

Report 2022; Yale University 2022).

The last sub-group within the third-priority variable group consists of all three variables from
the country risk category, namely ‘political risk rating’, ‘business freedom’, and ‘economic
freedom index’. They were assigned a total of 4% (1.33% each). The definition and rationale
for the variables were explained earlier when the cut-off levels were introduced. As an
additional note, the comparatively low weighting is perceived as justified because the applied

thresholds already excluded the worst-performing countries in this category.

The fourth most important group for the subsequent country ranking consists of 7 variables
assigned an overall weight of 15%. The ‘GDP per capita’ and the ‘GDP per capita growth’ have
been allocated 2.5% each since a robust national economy generally leads to increasing wealth,
which subsequently leaves more money to spend on Waterdrop’s products by consumers
(World Bank 2021b; 2021c). Furthermore, the variables ‘population density’ and ‘population
in cities > 1 million’ were assigned 2.5% (1.25% each). Both variables are linked to logistic

complexity needs for Waterdrop’s shipping of goods as it is easier to reach consumers if
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population density is high (World Bank 2020c; 2021g). The duplicate accounts for the ‘logistics
performance index’ (2.5%), which assesses the competence and quality of logistic services
within a country (World Bank 2018). The variable ‘cost to import, border compliance’ was also
recognized with a total of 2.5% since a target market’s attractiveness decreases with high import

costs (World Bank 2019a).

Lastly, the variable ‘water consumption vs. availability’ was assigned 2.5%. It shows the level
of domestic water stress in the form of freshwater withdrawal as a proportion of available
freshwater resources (World Bank 2019c). The better a country performs in this ratio, the less
it needs to fear water shortages at some point in the future. For Waterdrop, this could be

important to ensure a sustained business environment.

Finally, the fifth most important group for the subsequent country ranking consists of 3
variables assigned an overall weight of 5% (1.67% each). The ‘population growth’ rate
indicates market potential development (World Bank 2021f). Moreover, the ‘consumer price
index’ reveals economic stability, especially regarding a country’s currency exchange rates
(World Bank 2021a). At last, the ‘Gini coefficient’ illustrates the spread between the rich and
the poor within a society. The higher the inequality within the population, the less easy it is for

Waterdrop to address the low-income classes (World Population Review 2022b).

The country ranking that could be derived from the data following these weights is shown in
the table below. Calculation-wise, each standardized value was multiplied with the applicable
weight. The individual country’s ‘weighted-standardized scores’ for each variable were then

added to a final score. For full access to the conducted calculations, please consult Appendix 1.

The quantitative country selection process revealed South Korea and Japan to be the best fit for
Waterdrop among the markets under analysis. When comparing the factors of these two nations

to the previously evaluated factors for Austria and Germany, one can observe numerous
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similarities to Waterdrop’s home market. South Korea and Japan are characterized by a strong
e-commerce market and internet penetration rate, high median disposable income and GDP,
well-developed infrastructural conditions, and enhanced focus on environmentally friendly

actions.

2.2 Comparing Japan and South Korea as Go-To Markets

Several factors affect the success of any business entering a new market. Apart from adjustable
internal factors, there are several external factors for businesses (Ravelomanana et al. 2015). In
order to evaluate whether Japan or South Korea, referred to as Korea from here, is more suitable
for Waterdrop’s expansion to Asia-Pacific, the following section will investigate all the aspects,
contrasts, similarities, and opportunities of both countries specifically tailored to Waterdrop’s
business. Thus, examining not only bilateral relations but also market properties, as well as
political, societal, and economic aspects, helps to acquire an accurate portrait and hence

measure the countries’ attractiveness (Choi and Mogyoro 2011).

2.2.1 Relation to the home market of Waterdrop

Both the countries, Japan and South Korea, have strong cultural, economic, and political ties to
Germany, Austria, and the EU. Germany, for example, reported €23.5bn in imports from Japan
in 2021 and €18.4bn in exports. Germany also happens to be South Korea’s largest European
trading partner, with an exchange of €31.4bn between the two countries in 2021 (Federal
Foreign Office 2022a; 2022b). Austria has similar relations with the two countries. Japan is one
of Austria’s critical international trade partners and the second most important within Asia
(Federal Ministry Republic of Austria - European and International Affairs n.d.). In the last 25
years, the exports between Germany and Japan have increased at an annual rate of 1.6%
(Observatory of Economic Complexity n.d.), while during the same period, Germany’s exports

to South Korea have increased at an annual rate of 4.95%. There is a similar trend in Austria,
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where exports to Japan have been smaller (2.75%) than those to Korea (4.78%) (Observatory
of Economic Complexity n.d.; n.d.). The European Union has also established Free Trade
Agreements with Japan and Korea, which fostered better relations between Germany and the
two countries (European Commission n.d.; Federal Ministry for Economic Affairs and Climate

Action n.d.).

2.2.2 Market Properties

One of the main differences between both markets is their size. Japan represents the 11 highest
population worldwide, accounting for 125.7 million people, with roughly two-thirds living in
cities with more than 1 million inhabitants (World Bank 2021g; 2022b). Further, with 37.3
million inhabitants, Tokyo embodies the largest metropolitan area on the globe (World
Population Review 2022d). In contrast, South Korea’s population is only less than half the size,
accounting for 51.7 million inhabitants (World Bank 2021d). In other words, entering Japan
means that Waterdrop could target almost two and a half more people than in South Korea.
Having a closer look at the population distribution, South Korea has six major centers with its
topography of more than 70% mountains, making it the third most dense country in the world.
However, due to the mountains, the distribution might pose a real challenge for Waterdrop
(International Trade Administration 2022). Generally, both countries are relatively isolated

from the rest of the Asian Pacific markets but can reach each other easily (Dominguez 2022).

2.2.3 Politics

Political factors can impact the entry and success of any business in each market by changing
the market environment. There may be direct and indirect effects of political changes affecting
the sociocultural environment, such as economic policies, political stability, and foreign trade
regulations, to name a few (Ginter and Jack Duncan 1990). As a parliamentary monarchy,

Japan, with a political stability rank (percentile) of 87 and a corruption index of 27, is
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considered stable and is constantly making efforts to increase international relations and
welcomes foreign investors with pragmatism (World Data 2022; Kaufmann and Kraai 2022).
Further, Japan aims to retain strong solidarity and close collaboration with Western
democracies by maintaining and developing the free trade and market economy system
(Ministry of Foreign Affairs Japan 1987). Like Japan, the presential Republic of Korea has a
political stability rank (percentile) of 83 and a slightly worse level of corruption (corruption
index: 38, moderate) (World Data 2022; Kaufmann and Kraai 2022). Both democratization and
market-based economic development have been attained; however, the power of conglomerates
(in Jap. ’Chaebol’) such as Samsung and LG caused a lack of transparency and almost
monopolistic domestic structures (Snyder et al. 2018). In 2019, Samsung accounted for a fifth
of South Korea’s exports (Katz 2022). In respect of political aspects, both countries obtain
favorable conditions for Waterdrop. While South Korea and Japan are committed to 18 and 21
free trade agreements or economic partnerships, respectively, the ease of doing business index
of 92.5 promotes South Korea to being ranked 36™, slightly over Japan (Score: 85.9; ranked

56th) (Ministry of Foreign Affairs of Korea 2022; Ministry of Foreign Affairs of Japan 2022).

2.2.4 Society

Another important aspect, which is very decisive in the comparison, is the societal aspect,
especially concerning the culture and its people. This is because Waterdrop wants to become a
lifestyle brand adopted by many people in the country. The culture is an essential indicator for
potential product-market fit adjustments that must be considered when expanding
internationally. While Japan’s culture is closer to the West, focusing on external collectivism,
South Korea’s culture is closer to China, with its central focus on internal collectivism, such as
family (Sun and Bitter 2012) According to the Hofstede scale, Japan is associated with a
masculine culture and habits, while South Korea’s culture can be characterized as feminine.
‘Masculinity’ as a social structure composes competition, success, and achievements as the
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driving forces based on the winner’s definition of success. In contrast, the two prevailing ideals
of ‘Feminism’ are quality of life and compassion for others, whereas living well is an indicator
of success (Hofstede 2022). Both cultural orientations could be aligned with Waterdrop’s
directionality as they will be a key focus area to be considered when planning the marketing

and brand approach.

When analyzing the society of a country, emphasizing consumer profiles is inevitable. Only
30% of Japanese consumers have switched brands or shops in the last three months, which
indicates high brand loyalty. In contrast, South Korean customers typically exhibit lower levels
of brand loyalty than people from Japan, at 55% (Das, Kalia, Koike, et al. 2022; Das, Kalia,
Kang, et al. 2022). Although Waterdrop is not directly competing with other players in the
industry, due to recurring sales of microdrinks, brand loyalty makes it less likely that customers

will migrate from the company.

2.2.5 Economy

Japan is one of the world’s most developed economies and represents a total GDP of €4.6tn a
remarkable 3.7% of the world economy, making the island state the third largest economy
globally. However, Japan experienced a slowdown in GDP growth in the fiscal year 2022 (Hogg
2022). After Russia’s invasion of Ukraine and COVID-19 lockout measures at Chinese
facilities this year, Japan’s export-oriented industries have been severely impacted by a
persistent rise in commodity costs (Kajimoto 2022). The slowdown partly shows the hard
impact on Japan of the yen’s decline to 32-year lows (November 4" 2022) versus the dollar,
which has further increased the price of everything from petrol to food and beverage goods.
This development bears the risk that Japan slides into a recession, exacerbating the ‘cost of
living’ constraints for the society and hypothetically lowering consumer spending, which can

threaten Waterdrop’s expansion intention.
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South Korea is facing some similar headwinds in terms of economic dimensions. Asia’s fourth-
largest economy, with a total GDP of €1.61 (Worldbank 2022a) is decelerating due to the
weakened ‘Won’, rising rates, and slowing exports. The currency is also close to a 13-year low,
and export to its brother country China fell by over 15% (Pollard 2022). However, according
to a recent prediction by a Tokyo-based research institute, South Korea’s gross domestic
product per capita will outperform Japan in 2027 for the first time due to long-term poor
productivity brought on by the third-largest economy in the world’s sluggish progress toward
digitization, by €44.16 to €43,295 (Kajimoto 2022). A higher GDP per Capita indicates a higher
standard of living, but foremost, a higher purchasing power from households towards consumer

goods like Waterdrop’s microdrinks, which might be crucial in times of economic turmoil.

2.2.6 Internet Economy

Comparing the two economies in terms of e-commerce development and capacities, which will
be a high priority for the D2C approach of Waterdrop, it is evident that both countries are
already outperforming Austria and Germany, securing a higher place in the global rank. South
Korea is the market with the fastest wireless internet connection (Freedman 2022). It is
commonly revered as an online-native country because of the openness of Korean consumers
towards the internet. The e-commerce outlook is projected to generate a revenue of €117.90bn
by the end of 2022 (Statista 2022c), making South Korea the fifth most significant market for
online retail globally (Freedman 2022). According to a Bank of Korea Survey, it is predicted
that the South Korean e-commerce sector will further expand during the projection period of
2022-2027 with a CAGR of 25%. (2022- 2027) (Mordor Intelligence 2022b). As e-commerce
expands quickly, traditional retail stores are suffering. Although Korean consumers prefer to
window shop in physical places, they use retail websites to make final decisions and get the
best deals, which suits Waterdrop’s flagship store strategy in urban hubs while generating the

lion’s share of sales online. Furthermore, it is predicted that the revenue of the water and soft
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drink, as well as the turnover of the bottled water market, will grow by 4.54% and 3.78%
(CAGR 2022-2026) (Statista 2022s) in South Korea. On the other hand, Japan is anticipated to
generate a total turnover of €204.2bn in the e-commerce industry by the end of 2022 (Statista
2022b) and hence accounts for the fourth biggest e-commerce market worldwide (Freedman
2022), ranked one place above South Korea. However, Japan’s e-commerce growths projection
(CAGR 2022-2025) of 14.70% (Statista 2022c) is less remarkable than in South Korea, while
the revenue projection of the soft drink (CAGR 8.48%) and the revenue of the bottled water

market (CAGR 6.08%) (Statista 20225s) is significantly higher for the same time horizon.

Japan is less digitally advanced than South Korea. According to a business agility ranking of
2022, Japan was ranked 53" among the 64 analyzed APAC countries (Katz 2022). In contrast,
South Korea achieved fifth place due to investing in information and communications
technology, which has increased the effectiveness of its potential (Katz 2022). Further, Japan
has 68 million more internet users than South Korea as of 2022 (Kemp 2022). Moreover, South
Korean people are more used to buying online, with 64.9% of online purchases compared to
48.2% from Japanese consumers. Furthermore, nearly two-thirds of Japanese consumers
inquire through social media before buying a particular product (Santander 2022d). However,
influencers in both markets impact consumer decisions heavily, and both consumer profiles
expect high quality and service. While tech-savvy Korean consumers that desire new products
and innovations are more conscious about the image, the Japanese emphasize visible brand
details (Santander 2022d; 2022¢).

South Korea houses 11 unicorns, over 30,000 start-ups, and has an annual R&D spending of
4.8% of GDP (the highest in the world). South Korea’s 10T (Internet of Things) sector brings
much potential for start-ups entering their market. Smart Manufacturing is also a crucial growth

sector for the country, and they plan to build about 30,000 ‘smart factories’ by 2022 (German
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Accelerator 2021). These aspects give South Korea a slight edge for a company like Waterdrop

to expand and get a strong foothold in the market.

2.2.7 Market potential

The market potential for the two markets was determined using a technique known as the chain
method. Based on several factors, the entire market breaks down to the final addressable market
for the start-up (Waheeduzzaman 2008). Although this approach is assumed to be the most
accurate estimate for this case, it still relies on uncertainty due to Waterdrop’s disruptive
innovation, uniqueness, and further limitations. By not only competing indirectly with existing
market players but also opening up new additional uncontested market space, as already
demonstrated earlier, Waterdrop’s market potential must be taken with caution. To calculate
the ‘ANNUAL MARKET SALES POTENTIAL’ specifically of Waterdrop, the following metrics
were used: POPULATION IN CITIES WITH MORE THAN 1M, POPULATION AGED BETWEEN 15 AND

65, and AVERAGE ANNUAL REVENUE PER CAPITA FOR NON-ALCOHOLIC BEVERAGES.

Japan ‘ South Korea
Total Population size 125,681,593 51,744,876
A: Population in cities > Im 81,545,211 26,108,444
B: % of Population between 15 & 65 59% 71%
[=B/A] (World Bank 2021e) =74,155,916 / 125,681,593 =36,824,236 / 51,744,876
C: Total addressable Population 48,111,674.5 18,587,768.8
[=A*B]
D: Average Revenue per Capita for non- | €545.10 €396.23
alcoholic beverages (2022) (Statista 2022m) (Statista 2022n)
Annual market sales potential* €26.2bn €7.4bn
[=C*D]
CAGR 2022-2026 6.11% 3.88%
Non-alcoholic beverages market (Statista 2022m) (Statista 2022n)

Table 1: Market Potential in Japan & South Korea (Waheeduzzaman 2008)
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Based on the variables and the methodology used, the annual market sales potential is expected
to be €26.2bn and €7.4bn for Japan and South Korea, respectively. This potential and the
projected CAGR for both markets emphasize the previous examination and support Japan’s
case. However, apart from non-alcoholic beverages, Waterdrop’s product portfolio also
comprises drink accessories and drink-tech gadgets; these still need to be reflected in the market
potential. Thus, the precision of the metrics and their limitations must be considered when
interpreting.

2.2.8 Sustainability

As discussed previously, the fundamental motivation for purchasing Waterdrop’s flavor-
infused cubes and design bottles is not about meeting fundamental requirements but improving
one’s well-being, enjoying excellent taste, acting sustainably, or even impacting others. For this
reason, consumer’s affinity towards sustainability needs to be considered. According to the
Sustainability EPI Index, Japan is more sustainable, with better drinking water conditions.
However, South Korean consumers excel in Waste Management, including efforts to reduce
plastic (Environmental Performance Index 2022). Following the Global Agricultural
Information Network research, Korean consumers increasingly choose products based on
environmental constraints. Plastic garbage is seen to be the most critical environmental problem
by consumers. A dominant majority of 98% of people that answered the survey of the Anti-
Corruption and Civil Rights Commission stated that environmental harm caused by plastic
waste must be seriously considered. In addition, for environmentally friendly goods, Korean
consumers are willing to pay extra. A KB Finance research conducted in June 2021 found that
54% of respondents over 20 would consider paying 10% more for environmentally friendly
items, while 17% of responders said they would pay 15% to 20% more. In particular, Gen Z
and Millennials are mainly concerned with green consumerism (Oh 2022). In contrast, Japan is

criticized for its disproportionately high usage of plastics, and only 44% of consumers would
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pay a premium (Kersey 2022a). However, it has one of the top rankings among all nations on
the Hofstede Uncertainty Avoidance Index, scoring 92/100 (Hofstede 2022). Accordingly,
buyers in Japan are known for being exceedingly cautious considering a variety of criteria
before making a purchase. Hence, in addition to sustainable efforts, businesses need to focus
on additional customer expectations such as cost, dependability, comfort, design, and others

(Hofstede 2022).

2.3 Target Market Selection

Considering these multi-dimensional insights, Waterdrop’s existing business model fits well in
both markets but requires slight adaptions due to cultural and consumer richness and different
business etiquette. Japan is the more mature market with a 2.4 times more significant population
and the largest metropolitan area in the World, namely Tokyo, accounting for €37.3 million
inhabitants. Further, even though Korea has a higher density, its topography of 70% mountains
poses a real risk for distribution as a key activity of Waterdrop’s business model. In terms of
politics, both markets are favorable for the Austrian start-up. Japan has slightly better conditions
because of its political stability and lower corruption. Due to monopolistic structures and other

factors, the power of Korea’s conglomerates may cause a significant risk to foreign start-ups.

Further, while Korea’s culture is closer to China, Japan is much more ‘westernized’, making
the Western brand easier to embrace/adopt and more accessible to the people. Japanese Tech-
savvy consumers are conscious about their image, easily influenced by social media marketing,
and generally open to international brands. However, Koreans are not only Tech- but also
brand-savvy, appreciate the omnichannel presence of brands, and rely even more on social
media, making it more attractive for Waterdrop as a well-established international brand with
a critical focus on influencer marketing. Health trends and environmentally conscious purchase

decisions are also becoming more present in both markets. Interpretation hence effects of brand
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loyalty on Waterdrop remains unclear as it is contrary for both countries and might pose chances

as well as risks for both sides.

Additionally, both countries will face similar economic challenges shortly because of
geopolitical and economic circumstances. Therefore, Waterdrop needs to consider other
variables to choose the future-oriented market. Digital affinity and openness of smart
sustainability solutions, for example, will be a crucial success factor for Waterdrop. Japan finds
itself still transitioning towards digitalization and sustainable acceptance, however, with a great
growth outlook. At the same time, South Korea emerged and accelerated in progress toward

online purchasing and conscious purchasing behavior.

In the end, the benefits of expanding to Japan still outweigh South Korea as an alternative.
Japan as an economy is an innovation powerhouse, and its business culture prioritizes building
a powerful long-term relationship, which is in the interest of Waterdrop. Further, Japan has the
3rd-largest economy globally and urban hubs like Tokyo with many people to target. Hence
Waterdrop has a tremendous growth prospect of becoming a global hydration specialist. If
Waterdrop achieves to understand the Japanese market with its rich culture and demanding

consumers, the venture will succeed.

3 Target Market Analysis (Patrick Bantle)

The success of an expansion strategy starts with understanding the relevant market in full detail.
Thus, this section will analyze all aspects required for the expansion strategy in the target
market of Japan. The analysis will supplement the in-depth comparison by examining the status
quo of the Japanese non-alcoholic beverage market to define whether Waterdrop can leverage
its existing business model or must differentiate by adjusting it to the peculiarities of Japan. In
the scope of this research, a wide variety of factors are investigated, including the non-alcoholic

beverage market, the competitive landscape, the sales and distribution channels, and the media
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landscape considering the Japanese consumer in 2022. The market analysis will primarily

concentrate on Waterdrop’s beverage offerings while excluding drink accessories and the drink-

tech portfolio to avoid exceeding the scope.

Market Overview

€58.38bn

Sales volume in 2021

6.11%

CAGR between 2022-2026

by category by packaging type
Tea-based drink§* 30% | Ppet bottles 74%
Coffee-based drinks ~ 19% | Cans 20%
Ca_rbonated drinks**  15% Glass Bottles 5%
Mineral water 14% | Others 1%
Fruit-based drinks 10%

*Deeply rooted in Japanese Culture & Zen Buddhism tradition
**Japan ranked 3™ per Capita volume sales in carbonated soft drinks

Sales & Distribution Channels

Market Sales Distribution by Sales Channel in 2021

= Supermarkets

Japanese Non-Alcoholic Beverage Market

Vending machines
= Convenience

= Others

Competitive Landscape @

Competition driver’s
- Distribution m Retail
rewleY  network space

More ‘direct’ Substitutes

1
IQ Innovation
R

Dominant Players*

= [toen** = Kraft Foods | Brand ‘Mio’
= Suntory** (17.4%) = Dyla LLC | Brand ‘Stur’

= Coca-Cola*** (21.6%)

= Nestle

*Not exhaustive but prioritized
**Local Distributors comprising numerous brands
***Western Player operating its own distribution network

= Foreign player

Media Landscape

Advertising expenditure in Japan by channel in €bn
60

40

49,1
20 9,19

-
0
M Total Internet M Television ™ Print Media & Others*

*Others include newspapers, flyers, and magazines

All Sources indicated in the text

Figure 7: Overview of the Japanese non-alcoholic beverage market

According to Loic Réthoré, the Nespresso Japan Leader, Tokyo is among the most epicurean

cities and provides a unique combination of Japanese and European culinary customs (Réthoré

2013). The projected growth of the Japanese non-alcoholic beverage segment is reflected by

the increased prevalence of various beverage categories, making Waterdrop a wide-ranging fit

for the local market (Statista 2022b; 2022¢). However, the status quo demonstrates that entering

the market has numerous challenges for Waterdrop. The following research reveals huge market

entry barriers as only a few large-scale players dominate the market with their most significant

channels and have already achieved economies of scale and scope (Chhatwal 2022; Cherng et

al. 2021; Verghese 2022). As the current trend towards e-commerce might pose an opportunity
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for the Waterdrop D2C model, Japanese culture and general traits of consumer behavior might
be a challenge to overcome in the first place (Berg et al. 2022). Moreover, the way of advertising

differentiates significantly from the rest of the world (Kersey 2021).

3.1 The Japanese Non-Alcoholic Beverage Market

As 0f 2022, Japan’s non-alcoholic beverage market accounts for €58.38bn, making it one of the
world’s most important markets (Statista 2022b). The market is expected to grow by 6.11%
(CAGR) between 2022-2026, with its most significant segments being tea-based drinks, coffee-
based drinks, carbonated drinks, mineral water, and fruit-based drinks (Statista 2022b; 2022c).
The various categories performed differently; while some classes stagnated, others increased
their sales significantly. Although carbonated non-alcoholic beverages were constantly posting
rising sales figures, in 2020, sales dropped by 5.3%. This effect is due to Covid-19 and does
most likely not affect long-term growth expectations (Statista 2022c). Moreover, recent
research reveals that PET bottles, which refer to Polyethylene terephthalate plastic that is
lightweight and fully recyclable (Gregersen 2020), make up 74% of soft drink sales concerning
the available container types in 2021, followed by cans with only 20% (Statista 2022c).
Addressing environmental hazards associated with these packaging types again underlines
Waterdrop’s efforts to decarbonize the industry and promote sustainable alternatives due to the

differentiating product nature and packaging format (Statista 2022c).

Statista’s Japanese non-alcoholic drinks report demonstrates that soft drinks account for a
market share of 15% in the entire non-alcoholic beverage market. At the same time, ‘Colas’ are
recognized as the preferred drinks, with ‘water’ and ‘flavored, clear beverages’ coming in
second and third in the category, respectively (Statista 2022c). 53.2% of Japanese consumed
carbonated soft drinks at least once a month in 2021, though around one-third consume them

more frequently (Statista 2022¢). When comparing the per capita volume sales in the soft drinks
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market worldwide, Japan was ranked 3rd, right behind the U.S. and Germany, serving as
another indicator of similarity for Waterdrop, specifically among their core markets (Statista
2021). Apart from the increasing popularity among non-alcoholic beverages within Japan, there
is a consistent upward trend in the average annual household expenditure as of 2017. The main
category promoting this trend is carbonated soft drinks partaking in the most significant

increase (Statista 2022c).

However, Japan is well-known for its tea culture, with tea-based drinks enjoying a historical
market share of 30% (Statista 2022c¢). According to a Statista survey in 2021, Japanese
consumers prefer ‘Gogo No Kocha’ as their favorite ready-to-drink tea brand, followed by
‘Ayataka’ and ‘Sokenbicha’. These brands typically offer a vast assortment of flavors within
this category. Further, the average annual household spending of roughly €49.31 (¥7.1K JPY)
for ready-to-drink tea exceeds soft drinks spending, accounting only for €38.89 (¥5.6K JPY)
(Statista 2022c). Addressing these segments with its micro tea portfolio might pose growth
opportunities and allow Waterdrop to diversify its revenue structure which is highly reliant on

the micro drinks segment.

Nevertheless, brewing tea, referred to as ‘sadd’, the tea ceremony, is deeply rooted in Japanese
culture and Zen Buddhism traditions. As a result, there are even tea masters who lead the
ceremony and have perfected every single part of it (Coopmann 2020). Hence the hurdle for
the Japanese to switch to an Austrian product in such an emotional industry is extraordinary
and therefore transfers to a high risk for foreign players intending to step into the market,

especially for brands that have not yet established their reputation.

3.2 Competitive Landscape

In line with the fierce competition within the global industry, this trend can also be observed in

the Japanese market. Several small- to large-scale businesses are present in the market leading
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to high levels of fragmentation. As a result of the intense competition, flavor producers mainly
concentrate on supply and distribution tactics, which is considered a key factor specifically
within the Food & Beverage industry (Grand View Research 2020). For Waterdrop’s portfolio,
key Japanese players dominating the market are Itoen specializing in green tea and healthy
drinks, with its most popular brand being ‘O1 Ocha’, as well as Suntory supplying numerous
beverages, including Vittel, Lipton Ice Tea, Pepsi, and Carlsberg (ITO EN n.d.; Suntory n.d.).
Despite this, Coca-Cola and Nestle are the two foremost international players; while the former
remains the industry leader, obtaining a 21.6% market share, closely followed by its Japanese

competitor Suntory holding a 17.4% share, as of 2021 (Verghese 2022).

Further, there is a noticeable tendency toward the growing appeal of refreshment drinks; hence
the assortment in the Japanese market is continually increasing to meet customer expectations
better. However, new beverages outperform their rivals (Research and Markets 2021). Hence,
the Coca-Cola Company has introduced several localized goods along with specialized
branding and marketing tactics catered to the preferences and tastes of customers here to

achieve tremendous success in Japan (Kersey 2022b; Verghese 2022).

However, due to Waterdrop’s disruptive product nature and the fact that it differentiates
substantially from typical beverages served in bottles or cans, these most significant players in
terms of revenue are only indirect competition. There are further players, mostly more
diminutive in size, which are equally important to mention, as their product portfolio tends to
compete more directly with Waterdrop’s microdrinks (Behera 2022). By advertising to include
health-promoting nutrients and converting simple regular water into a beverage with additional
benefits, players like Kraft Foods with its brand ‘Mio’, but also Nestlé¢ Nestea, and Dyla LLC
typically serve the same purpose as Waterdrop. Especially regarding Dyla LLC as a leading
brand in the non-alcoholic beverage industry comprising several brands, the offering and the

marketing message of its brand ‘Stur’ is very similar (Mordor Intelligence 2021b). Both brands
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claim to promote hydration while reducing sugar consumption and the use of plastic associated
with PET bottles. However, since the offering mainly consists of liquid enhancers or powder
sticks (granules), the product still differs from Waterdrop offering solid cubes (Modemann and
Murray 2022; Dyla LLC 2022). Further, according to an official interview with Waterdrop’s
co-founder Murray, the cubes’ production complexity significantly exceeds that of alternative
products such as liquids and granules, which increases entry barriers for potential entrants in
this niche (Modemann and Murray 2022). Hence, Waterdrop’s holistic approach comprises an
entire ecosystem (beverages, drink accessories, and drink tech), cannot be imitated at short

notice and is considered a sustainable competitive advantage in Japan.

3.3 Most Prominent Sales and Distribution Channels in Retailing

Within the retail sector, revenue is distributed in descending order among Supermarkets,
Convenience stores, General merchandise stores, Department stores, drugstores, and the
internet (Research and Markets 2021). Supermarkets and convenience stores represent most
sales, with €328.45bn ($345.59bn USD) and €63.85bn ($67.18bn USD), which translates to
74% and 14.4% share in sales, respectively, having the lion’s share. This trend can also be seen
in the category of non-alcoholic beverages. In contrast, Supermarkets reported 41% of sales in
2021 and were by far the most popular distribution method within this category in Japan. With
around 24% of domestic soft drink sales, vending machines came in second, followed by
convenience stores accounting for 21% (Statista 2022c; Research and Markets 2021). Most
beverages are distributed by six large Japanese beverage companies: Kirin, Asahi, Suntory,
Sapporo, Calpis, and Itoen (Research and Markets 2021; IMARC Services 2020). ‘Gogo No
Kocha’, the most prominent ready-to-drink beverage in Japan, is marketed via Kirin. However,
as a Western pioneer, the Coca-Cola Company possesses a distribution network of its own and
distributes brands such as ‘Ayataka’, and ‘Sokenbicha’ ranked 2" and 3" among the most
popular beverage drinks, respectively (Kersey 2022; Verghese 2022; Statista 2022c). The
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choice of distribution channels is multi-dimensional and depends on several factors (Chhatwal
2022). To get a more thorough understanding, the following sub-section investigates the most

relevant channels and their status quo in Japan.

3.3.1 Supermarkets and Convenience Stores

Japan is a large market, yet it is pretty fragmented, especially concerning supermarkets and
convenience stores, having many players that make up almost two third of the revenue within
the category (Research and Markets 2021). Among numerous players, AEON is the largest
retailer in Asia, retailing roughly €67.48 as of 2019. It is also far ahead in knowledge, having
been the first prominent Japanese chain to invest in its private label. With more than 600
General merchandise stores (short: GMS) around the country, it is unquestionably a pivotal
partner to consider when pondering about entering the Japanese market (Research and Markets
2021). Regarding total sales value, Seven & | Holdings, which also runs the convenience store
company lto-Yokado and 7-eleven, is the second-largest retailer (Standard Bank 2022;
Santander 2022Db). Due to their immediate proximity and the generally high level of trust among
consumers, convenience stores tend to be a significant sales channel in Japan (Research and
Markets 2021). Apart from Familymart UNY Holdings as another significant retail chain, the
high-end supermarkets (‘koukyu supa’), which specialize in foreign goods and are often more
expensive, include Seijo Ishii, Kaldi, and Kinokuniya (Research and Markets 2021). Further,
Costco and Walmart, two well-known American merchants, are also prosperous in the local

market (Standard Bank 2022; Santander 2022b).

A McKinsey study (Das, Kalia, Koike, et al. 2022) shows that around 9% of Japanese buy at a
store that they had not shopped at before for groceries. 6% of the respondents changed their
primary grocery stores, while value, accessibility, organic/high-quality products, and a

company’s mission were the main factors for switching. Thus, choosing the proper distribution
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channels and partnerships is essential for Waterdrop to increase the chance of successfully

entering the Japanese market (Das, Kalia, Koike, et al. 2022).

3.3.2 Vending Machines

Vending machines have long been a phenomenon in Japan as they play a crucial role for
companies and consumers (Chhatwal 2022; Irvine 2022). Japan has the highest per capita
penetration of vending machines worldwide, with the first machine launched in 1962 by Coca-
Cola Co. (Martin 2022). By the end of 2022, the Yano Research Institute estimates there will
be 3.96 million vending machines in the market, with the majority of roughly 2.25 million
selling beverages (Martin 2022; Chhatwal 2022). Out of those, Coca-Cola Bottlers Japan Inc.
(short: CCBJ), the initial pioneer, takes on the critical role of operating almost one million
machines hence being the largest vending operator in Japan (Chhatwal 2022; Cherng et al.
2021). Among Japanese players, approximately 270,000 vending machines are run by DyDo
DRINKO Inc., making it the most significant local player worth considering when stepping into

the Japanese beverage market (Martin 2022).

Like many other industries, the COVID-19 epidemic has pushed the digital activities of
restrained Japanese consumers and emphasized the significance of these unmanned vendors,
sparking a wave of new suppliers. Thus, according to the interview conducted by McKinsey
with Costin Mandrea, the head of commercial at CCBJ, online delivery is not expected to
substitute vending machines but will instead keep playing a crucial part in the Japanese lifestyle.
That is apparent in CCBJ’s efforts to redesign its whole supply chain based on digital solutions
leading to increased efficiency (Cherng et al. 2021). As a result, Waterdrop will have to consider
selling via vending machines when expanding to Japan for various factors, along with its

revenue share of 24%, making it the second most fundamental sales channel.
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3.3.3 E-Commerce

As previously mentioned, Asia-Pacific is among the most promising regions considering online
shopping growth, and Japan is no exception (Berg et al. 2022). Japan’s e-commerce contributes
€178.68bn in sales and is projected to increase modestly with a CAGR of 14.3% between 2022-
2027 (Statista 2022a; Mordor Intelligence 2021a). Within retail, the internet has contributed
$20.70bn USD in revenue. This can be underlined by the internet penetration of roughly 90%
of Japanese consumers (World Bank 2020). Historically, Japan was perceived as lagging behind
its rivals U.S., Europe, and China, in terms of online shopping. The Covid-19 epidemic, having
pushed customers online globally, is a significant driver of the local spike in online sales (Berg
et al. 2022). About half of the nation’s e-commerce sales are generated by the three leading
competitors in the market: Amazon Japan, Rakuten, and Yahoo! Japan. As a result, Amazon is
once again a representative of the traditional Western players (Research and Markets 2021;

Mordor Intelligence 2021a).

The general upward trend can also be observed for Food & Beverage sales, where the demand
is typically driven by higher-priced products but may eventually drift to daily grocery shopping
(Berg et al. 2022). Since this sector continues to be a core growth engine, Amazon has tapped
into the market by selling groceries as early as 2019. Thus, the global e-commerce giant wants
to capitalize on its existing resources & capabilities by leveraging them into another sub-
segment (Wand 2022). Simultaneously, through investing heavily and establishing cooperation
with Ocado as the UK’s pioneer in the online supermarket, retail titan AEON is seeking to take
advantage of this development in strengthening its online supermarket component as well
(Wand 2022; Research and Markets 2021). In addition to AEON, Ito-Yokado, Maruetsu, and
Daiei all released online stores to expand their traditional retailing offline businesses (Research

and Markets 2021). However, the drift evolving towards online everyday grocery shopping
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might also represent a huge opportunity for foreign start-ups like Waterdrop, with its primary

focus on D2C, to catch on to the wave and profit from the evolution.

3.3.4 Flagship Stores

Apart from the most effective sales channels revenue-wise being supermarkets, vending
machines, convenience stores, and increasingly online sales, the Japanese retail industry has
undergone a transformational wave of flagship stores from leading brands worldwide. The main
factor for brands and retailers to locate their flagship stores is the complexity of the Japanese
retail market due to their unique culture and consumer behavior. The primary purpose of these
stores is not to generate high volumes of sales, albeit desirable, but to engage with the customer,
build brand awareness, and offer an interactive and authentic experience. Japanese tech-savvy
consumers continue to have unprecedented expectations for service standards, forcing
businesses like Apple, Louis Vuitton, and Nestle to innovate constantly and develop a
competitive advantage (Lung 2020). Flagship stores allow retailers to meet this aspiration by
unifying several advantages. In the case of ‘Gap Café’, a flagship store of the fashion brand
‘Gap’, which operates a café as part of its store, the focus is no longer only on the core business
but on the entire service aspect, combining performance with a distinctive experience and
enriching personal contact. The Canadian sports brand ‘Lululemon’ has even gone one step
further and offers classes and workshops for its various stakeholders at its flagship store in
addition to events, emphasizing the community spirit at the heart of the brand. Consumers are
also starting to pay growing attention to sustainability concerns. The Swedish colossus Ikea
capitalizes on this by promoting the ‘concept of circular living’ by offering a buyback policy.

Similarly, the ‘Gap Café’ utilizes packaging made from bio-friendly materials (Lung 2020).

Thus, when expanding to Japan, establishing a flagship store is a legitimate concept many
brands follow and succeed. It allows them to interact with customers, offer premium services,

and finally, show a physical presence that increases trustworthiness and intensifies the
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relationship with customers valued by Japanese. An essential part of the shopping experience
also integrates digital features, like Uniqlo using numerous digital screens in their flagship
store. Hence brands are more likely to achieve a competitive edge. However, as flagship stores
require significant capital investments, firms, especially start-ups like Waterdrop, must trade

between their indefinite projected return and upfront investment (Lung 2020).

3.3.5 The Increased Importance of Omnichannel

Although Covid-19 kick-started Japanese consumer behavior toward online, this trend is here
to stay. Online is not going to be the sole component for shoppers yet. The Japanese put an
enormous value on social interaction, particularly on luxuries or higher-priced commodities.
According to a McKinsey report, merging physical presences via stores and online retail as part
of the customer journey is expected to improve the customer experience while meeting the latest
customers’ needs. Thus, integrating digital features as part of the in-store experience, given
Uniqlo as an example, has far more advantages as it allows brands to ensure seamless switches
between both channels (Berg et al. 2022). 32% of Japanese consumers embrace omnichannel
for purchases. However, micro drinks that make up most of Waterdrop’s revenue are
categorized as the commodity ‘groceries’, which continues to be dominated by the in-store
channel accounting for 84% of consumers (Das, Kalia, Koike, et al. 2022). Hence, the
importance of physical stores is still indisputable (Lung 2020). However, since Waterdrop also
offers drink accessories and tech gadgets, namely Lucy, offering omnichannel to its customers
is considered to extend shoppers’ experience while opening new opportunities that not only

extend the customer experience but also increase brand loyalty (Berg et al. 2022).

3.4 Media Landscape

The Japanese advertising market can be found among the most developed markets worldwide.

In Tokyo, it is almost impossible to pass any street without being confronted with numerous
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LCD billboard advertisements (DMFA 2022). Hence with a total advertising spending of
€49.19bn as of 2021, Japan was ranked 3" among the countries spending the most on ads
worldwide (Statista 2022e). The media landscape may be classified into numerous categories,
such as form, geographic scope, audience, channel, and motive (Bovée and Arens 1992). To
get a thorough overview of the Japanese media landscape, this section is divided by the channels
that are most popular, namely traditional offline media, also referred to as mass media and
digital media, including online measures like search engine advertisings and social media
advertisings that make up enormous portions of Japanese total digital online expenditures
(DMFA 2022; Statista 2022d). In combination with Waterdrop’s focus on D2C, the particular

emphasis lies on the social media channel.

3.4.1 Traditional Offline Media

Traditional offline media channels have long dominated the media landscape and accounted for
the most considerable advertising expenditure among all available channels. However, as
digital advertisement measures are on the rise as of 2019, the television advertisement (short:
TV ads) expenditures of €13bn (¥1.84tn JPY referring to 2021) have dropped to the second
rank. The main televisions in Japan are ‘Fuji TV network’, ‘NHK — Japan Broad. Corp.’, and
‘NTV — Nippon TV Network — Channel 4° (Santander 2022a). In 2021, along with TV ads,
print media, including newspapers, flyers, and magazines, account for an additional €5.23bn
(¥0.75tn JPY) in expenses representing the continuing importance of these conventional
channels due to the restrained Japanese costumer. Moreover, events, exhibitions, screen
displays, and radio are other channels worth considering when advertising in Japan (DMFA

2022; Statista 2022d).
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3.4.2 Digital Media Advertising

Japan has the oldest population in the world; nevertheless, its consumer engagement with online
shopping is constantly growing and stands at a record (Manley 2022). On average, Japanese
consumers spent roughly 4.5 hours per day using the internet, with its primary reasons being
finding information, and following news and events, accounting for 75.4% and 62.3%,
respectively. However, almost half the consumers also use these platforms to research brands;
hence showing an online presence for brands like Waterdrop is inevitable (Kemp 2022). Thus,
the total internet advertising expenditure is not surprisingly ranked first in Japan, representing
€18.8bn (¥2.7tn JPY) by 2021, with its significant shares being search engines, banners, and
social media ads. Three companies, ‘Grey Japan’, ‘Mondo Marketing’, and ‘Japan Intelligence
and Communications’ dominate the web advertising market (Santander 2022a). On top of that,
video advertising, classifieds, and direct mailing are well-known channels to attract customers.
However, except for video ads, they tended to dwindle over the past few years (Statista 2022d;

DMFA 2022).

3.4.3 The Role of Social Media

According to the latest insights of McKinsey, approximately 45% of Japanese consumers
engage with social media platforms averaging 51 min a day (Das, Kalia, Koike, et al. 2022).
This number has increased by 8.2 million from 2021 to 2022, representing a growth of 8.7%.
52.3% use social media channels when researching brands, with Line, Twitter, Instagram, and
Facebook being the favorites among the population. Further, 25% rely particularly on social
networks being most relevant for brand research (Kemp 2022). Regarding the frequency among
social media channels, YouTube leads with an engagement penetration of 62%, followed by
Twitter and Instagram with 39% and 32%, respectively (Das, Kalia, Koike, et al. 2022). In early
2022, female users accounted for the majority (52.6%) of the social media audience, while

regardless of gender, around a quarter were aged between 25 and 34. By only targeting an
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audience aged between 18 and 54, brands may reach 84% of social media users - representing

the vast majority (Kemp 2022).

The main reason for using social media among Japanese consumers includes finding any
content of brands and products to buy. Thus, Waterdrop’s focus on social media marketing,
mainly Influencer Marketing, is equally applicable in Japan. One-quarter of Japanese shoppers
intend to shop on social media platforms, while only 3% would purchase directly from social
media (Kersey 2022b; Das, Kalia, Koike, et al. 2022). Nevertheless, several brands, including
Mr. Cheesecake, manage all transactions and offer their products only via social media
channels, e.g., Instagram. The success of these D2C approaches is self-evident and provides
examples of customer devotion that social media can foster (Manley 2022). Brands are more
likely to be bought when represented by local celebrities or generally associated with Japanese

people rather than their Western peers (Kersey 2022b).

3.4.4 Characteristics of Advertising in Japan

Advertising in Japan is distinctive from elsewhere in the world. This may be seen when
analyzing well-established Western businesses such as Nike or Adidas, whose ads are often
standardized and equivalent across the globe, except in Japan. Here ads are tailored to the
nation’s peculiarities. However, although plenty of ad features may seem weird to western eyes,
there is a methodology behind how corporations make and spread brand messages in one of the
world’s most developed advertising industries. Compared to their Western peers, Japanese
consumers tend to be more positively entertained by ads meaning that the focus when displaying

ads may be on soft selling instead of nudging customers to buy certain products (Kersey 2021).

As described by Jim Kersey, the main aspects of advertising while operating in the local market
are cuteness, dissociation from reality, and symbolic and seasonal advertising. Hence, brands

may succeed with local ads by integrating fictional animated features and tailoring them
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explicitly to seasonal themes while cutely visualizing their ads. Businesses may achieve this by

focusing on customized content and ensuring high levels of experience (Kersey 2021).

In conclusion of this chapter, the status quo of the non-alcoholic beverage market in its entirety
reveals that Waterdrop must adapt its existing business model to the peculiarities of the
Japanese non-alcoholic beverage market. Hence concentrating on client acquisition by
developing a marketing strategy tailored to Japanese consumers is fundamental to success but

needs a holistic approach (Manley 2022).

4  Local Brand and Marketing Strategy (Finn Tristan Ronning)

Drinking enough water through Waterdrop’s hydration technology and micro supplements can
deliver the lifestyle and health advantages associated with being hydrated. Yet well-intended
communication may be overlooked by Japanese consumers without focused, targeted
campaigns or initiatives (Kuesten et al. 2022). As there are many potential customers in Japan,
namely 110 million over the age of 16 (Statista 2022f), not all of them are likely to respond
similarly to Waterdrop’s product offering. Hence, this section aims to segment Japanese
consumers based on relevant criteria and identify how many utilitarian product users can be
generated in Japan. Later within the targeting, it is vital to decide which segments to serve to
predict the product market fit and analyze possible changes to the existing positioning of
Waterdrop and its marketing strategies to meet the expectations of the most critical segments

in the target market.

4.1 Segmentation

Finding high-yield segments in Japan is the primary goal of this segmentation. An optimal
segment is a group of customers that share similar needs and habits and are likely to respond
similarly to Waterdrop’s product offering (Claycamp and Massy 2018). A sophisticated
segmentation will allow Waterdrop to tailor the company’s marketing operations to the
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preferences of the multiple segments accurately and effectively. According to the latest
research, the 110 million adult Japanese people are distributed to a total of 55.70 million private
households, of which 38% (21.17 million) were one-person homes, and 62% (34.53 million)
were two-or-more-person household’s families (Statistics Bureau Japan 2022). Within these
two-or-more-persons households, the proportion of homes where both partners work has risen
to above 60% (Matsubara 2019), accumulating more than 20.72 million double-income
households to target. General trends are that women have become a significant consumer group
within all segments due to changes in workforce structure and the rise in female employment.
In fact, over the last decade, while the number of men exiting the workforce has increased, 1.9
million women entered, and the trend is accelerating (Mishima 2019). In households, women
continue to manage the purchase- and shopping decisions (Céleste 2020) which make them a
frequent target of marketing campaigns. Depending on the household head's seniority, marital
status and employment situation, budgets in Japan vary enormously and with it the consumption
patterns. Within these demographical cohorts, the most significant disparities are between older
and younger consumers regarding disposable income and digital abilities. However, Japanese
consumers tend to approach consuming with a similar set of values, including high standards
for quality, a relative price sensitivity, a strong desire for convenience, and an increased demand

for health-enhancing solutions. In total, the Japanese market can be separated as follows.

4.1.1 High net worth Individuals

With more than €3.4m, Japan had one of the world’s most significant concentrations of
millionaires in 2021 (only the USA and China had more) and the number is expected to
accelerate to €4.8m in the next five years (Credit Suisse 2022). This upper class of consumers
is characterized by expenditure on quality products, often purchased in boutiques or specialist
stores. However, most Japanese people do not show their wealth with an excessive purchasing
behavior, rooted in the societal tendency to blend in rather than stand out (Brasor and Tsubuku
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2015). Still, this type of consumer values a marketing campaign that emphasizes the product’s
exclusivity, underlining the social status of well-known and famous foreign products (Berg et
al. 2022). According to a survey by McKinsey, the affluent segment in Japan values offline
shopping because they choose to hold a product in their hands to check its quality and fit. By
doing this, they may prevent errors. Furthermore, they view the store as a reliable source of

individualized counsel (Berg et al. 2022).
4.1.2 Affluent Bubble Generation

This generation is often referred to as Japan’s bubble era generation, which comprises those
aged 50- to 64-years-old who were born between the middle to late 1960 and 1970 and
experienced their formative years seeing the nation’s economic peak (Kurotani 2017). This
demographical cohort comprises around 24 million people (Knoema World Data Atlas 2021),
of which 86% were employed in 2021 (Statista 2022h), corresponding to around 20 million
people with an income to target. However, just 15% of people in a survey on social status
perception from Statista considered themselves within the upper middle-class segment (Statista
2020). This 15%, calculated to the adult population of 110 million people, would correspond to

16.5 million Japanese forming the upper-middle-class consumer.

People over the age of 55 own €16.1tn (72%) of Japan’s total wealth and over the next 20 years,
that number is expected to increase to 79% (Haghirian 2021). Not surprisingly, households with
employees in their 50th had the greatest average monthly discretionary income in 2021
(€3792.46 €), followed by those with workers in their 40s (€3741.11) and those in their 30s
(€3377.79) (Statistics Bureau Japan 2022). Accordingly, households with a household head
between 50 and 59 spent the highest monthly average, namely around €2171.80, for consumer
expenditures. Comparatively, the average monthly consumption expenditure for two-or-more-
persons households with a head age of 29 or younger was just about €1305.21 (Statista 20229),

and the average monthly consumption expense for one-person households in the 35-59 age
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range was €1276.22 (Statistics Bureau Japan 2022). The corresponding proportion of food and
drinking spendings to overall consumption costs from this segment was 27.2% in 2021

(Statistics Bureau Japan 2022).

Spending by the bubble area consumers on premium goods is high, as this demographic cohort
is prepared to spend more for convenience and quality (Jane Cheung 2020). They tend to make
purchases based on novelty seeking, i.e., items that are just released in Japan. Due to their travel
experiences, affluent consumers are curious about different food and drink cultures and they
are also most likely to develop new eating and drinking habits (Publications Office of the
European Union 2019). Consideration of other people’s opinions is crucial when marketing to
the generation since, at the time of the economic boom purchasing branded goods was a matter
of status (Yamamoto 2021). In addition, the proportion of families with two or more people

that purchase online has risen steadily, reaching 52.7% in 2021 (Statistics Bureau Japan 2022).
4.1.3 The Unlucky Generation

The Japanese population aged 40 to 49 can be referred to as the “Unlucky Generation™ since
they were in their twenties when the bubble collapsed and deflation began in 1991 (Brunner
and Kamin 1994), which impacted their career decisions and aspirations. As of November 2022,
they make up approximately 17.5 million people in society, making them the fourth largest
segment (Japanese Statistical Office 2022). Due to women’s steadily rising participation in the
labor force following the burst of the bubble economy and the fact that family heads’ wages
stagnated, many people in this generational group live in two-income households (Sato Oishi
2019). Typically, they are prepared to invest a sizable sum of money in their kids to offer them
more benefits (Yamamoto 2021). Because of time-saving reasons, this consumer type considers
convenience to be essential when making selections about what to buy, however, in a more
sensible manner in consumption compared to the bubble generation. The ratio of consumption

expenditures to disposable income was 59.8%, hence lower than the bubble generation of
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people in their 50th but higher than the 30s group (55.7%) and the under-29 group (54.2%)
(Statistics Bureau Japan 2022). As mentioned before, when searching to buy a product, the

Internet is their primary source of information because of price comparison possibilities.

4.1.4 Millennials

This consumer segment of 25- to 39-year-old people was formed between 1983 and 1997 and
followed the collapse of Japan’s bubble economy. Consumers of this sort, approximately 20
million in total (Portal Site of Official Statistics of Japan 2022), have grown up in Japan’s
challenging economic environment, including the 2008 economic crises and the Tsunami
catastrophe in 2011, without experiencing the boom times in their productive lifespan
(Behravesh 2011). Their way of life has earned the epithet ‘hodo-hodo zoku’, which translates
as “so-so folks” or “slackers”. This is because, in terms of mindset, many are less optimistic,
more likely to be unemployed than their elder peers, and reject corporate life and materialistic
things (Salsberg 2010). For example, they prioritize experiences above things, avoid excessive
consumption to maintain financial stability, and look for solutions to reduce uncertainty before
making purchases through online research. Many millennials want straightforward goods that
offer high value. Additionally, there is a rising trend toward living a simpler, greener lifestyle.
Compared to older customers, ethical consumption is a concern for this consumer segment as
they are the most knowledgeable about organic goods (Haghirian 2021). The average monthly
consumption spendings of people under the age of 34 were €1112.18 (Statistics Bureau Japan

2022).
4.1.5 Young consumers

The young generation of potential Japanese consumers makes up 9.9% of the total population,
corresponding to 12 million people (Santander 2022c). Despite their limited financial resources,

they have a strong brand recognition, which frequently results in recommendations to their
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family, friends, and neighbours (Santander 2022c). This segment shows the slightest interest in
excessive consumption (Yamamoto 2021), and more decisive actions towards sustainability
and healthiness, as they are committed to higher ambitions not affected by numerous worries
regarding materialistic objectives (Haghirian 2021). According to research from McKinsey,
90% of Gen Z customers believe businesses must solve social and environmental challenges
(Amed et al. 2019). The most significant difference to the Millennials is their purchasing power.
About 50% of individuals under 25 work part-time and just make between €94.71 and €473.56
per month. (Statistics Bureau Japan 2022). Furthermore, while a virtual device for the
Millennials is the computer, the Digital Natives are more used to cell phones and touch screens
(Haghirian 2021). In 2021 the time spent online amounted to 275 minutes (Statista 2022i).
Nevertheless, they typically like to shop at malls and specialist shops if they provide enjoyable
shopping opportunities (Santander 2022c). According to an NRF/IBM poll, 98% of Generation

Z customers still shop in physical stores (NCR Greenhouse 2021).

4.1.6 Senior consumers

In Japan, the oldest consumers are the most influential because of its size of 36 million people
as of November 2022 (Japanese Statistical Office 2022). Considering the aging population in
Japan, the government estimates that by 2050 40% of all Japanese will be over 65 (Lordet
Céleste 2020). Hence senior consumers have become an important group to target. In 2020,
there were already 22.66 million senior households to target, of which there were 6.72 million
senior homes with just one individual. Senior homes made up 40.7% of all private households.
Due to a higher life expectancy, there were about twice as many females as males within this
segment (Statistics Bureau Japan 2022). Reviewing their average monthly income, senior
households with two-or-more persons and a household head 60 years of age or older had an

average income of €1710.74 in 2021. While the average disposable income of all households
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over the age of 65 was €1482.26, they spent an average of €1600.13 per month on consumption

(Statistics Bureau Japan 2022).

Although older customers prefer to shop at more conventional stores, they are drawn to local
organic and natural items because of their health benefits. Elderly customers are more
concerned with safety and healthy lifestyles than with convenience, as they have more time in
retirement. Senior consumers have greater brand loyalty than younger consumers; however,
there is a tremendous desire for new items, and customers often absorb brand advances
(Santander 2022c). Furthermore, many people see retirement as a second chance at life to start

something new or finish the tasks they have been putting off in the past (Yamamoto 2021).
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Figure 8: Segmentation Graphics
4.2 Targeting

Following the market segmentation that illustrates the characteristics of each consumer group,

the next step is to decide which segments will be served and which are the most lucrative. The
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Japanese market segments include different values and consumption- and expenditure patterns
while showing parity in the need for convenience, high criteria for quality, and a joint degree
of price sensitivity. Given the yet small but increasing global presence of Waterdrop and its
holistic approach of offering several products (beverages, drink accessories, and drink tech)
both online and offline, there is a chance, if communicated well, to satisfy various customers
in Japan. For this reason, there is a maximized chance of following a customer-centric mass
market coverage with a differentiated omnichannel approach that creates engaging content for

different target segments.

4.2.1 Mass Market Coverage

Regarding targeting, it is advisable to approach segments with scalability and growth potential
that fit with core competencies and the current brand strategy without the necessity of a huge
budget. To sum up the segmentation, 40.7% of all private households are senior homes,
consisting of twice as many females than males; and by 2050 40% of all Japanese will be over
65. Further, households with a household head between 50 and 59 spent the highest monthly
average for consumer expenditures and people over the age of 55 own 72% of Japan’s total
wealth. Hence, the segmentation displayed that due to Japan’s increasingly aging population,
Waterdrop would be restricted to a significantly smaller client base if the brand is unsuitable
for the broad middle class, bubble generation and senior consumers, given its size and its

significantly higher disposable income.

Furthermore, this segment is especially concerned about health issues, which could be tackled
if the advantages of drinking enough water are addressed. For this reason, the focus needs to be
on a customer slightly older than in the current markets. This includes targeting the 20.72
million double-income households as a focused group since these people have higher consumer
spendings and tend to be interested in time-saving products and willing to scale back on time

expenditures, which suits Waterdrop’s current core philosophy of making hydration
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convenient. Thinking about Waterdrop’s current main target, young to mid-aged women (see
Brand Inventory part), research by Hakuhodo found out that especially Japanese women in their
fifties hope that their peers would think they are attractive and have good taste, seeing this as

an opportunity for Waterdrop, as they spend more on themselves to improve their body and

health (Chéron 2011).

4.2.2 The Importance to Integrate E-Targeting

Once enough data is available, the challenge of effectively targeting customers across various
channels with a small budget could be tackled with personalized targeting. In traditional
marketing, and not less importantly, people are segmented into groups based on stereotypes,
which bears the risk of overlooking behavioural disparities within one segment, as every
customer is unique. For this reason, predictive analytics like personal data, internet usage,
search history, location, applications, and online store purchases is crucial and might reorder
the segments once more data is available (Camilleri 2018). If, for example, people frequently
repeat their purchases, customer intelligence will disclose their routine behaviors, and
marketing strategies across segments might be adapted and unified. However, as at the
beginning stage of the expansion, these data are not, or are just partly available, Waterdrop
should rely on the classic marketing approach to generate these data over time and due to
network effects. Creating engaging content for all key target segments is vital, attracting more
people and generating more relevant data. Furthermore, word-of-mouth and community
marketing using social media and mobile strategies will help leverage consumer insights and
research for the new product types to target the Japanese consumer more effectively. Integrating

seamless omnichannel strategies in the early expansion stage is the basis for that.
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4.3 Positioning

After the targeting, branding and a unique value proposition is the key to success in a mass
market like the beverage industry, dominated by big domestic and international players
(Ranscombe, Hicks, and Mullineux 2012). In general terms, no brand should anticipate that it
will have the exact positioning in the Japanese market right away as it does in its home market,
as it might encounter much opposition if they are not positioned adequately to the needs of the

consumers (Lupi 2019).

As discussed before, Waterdrop’s current concept in the Austrian market is very sustainability-
focused as it combines the value proposition of “being hydrated”, “enjoying technological
solutions”, “having a sustainable impact on the planet”, “reducing plastic and CO2 emissions”
and “feeling good”. After reviewing the preferences of the customer groups, especially the one
from middle and senior consumers, the critical question is if sustainability as the primary
communication ingredient can be a critical success factor in Japan and if the current brand
positioning can lead to being “top of mind”. According to a study by Bain & Company, aging
Japanese people primarily focus on improving their and their family’s health rather than serving
the planet to be more sustainable. 51% of customers in Asia-Pacific are health concerned,
compared to 27% and 31% in Europe and the US (Lightowler et al. 2022), which is a massive
change for Waterdrop. Furthermore, plastic usage and meat and fish consumption are still
incredibly high here, as everyday convenience is valued among all customer segments, which
can cause problems as the awareness for plastic reduction is low. In addition, according to a
GWI survey, just 44% of individuals in Japan would spend more money on eco-friendly goods
compared to the global average of 56% (Kersey 2022a). Furthermore, due to a general long-term
and relationship orientation (Hofstede 2022), Japanese rarely break out of established networks
because of their morals and beliefs, which makes achieving a big sustainability focused costumer
base laborious. In conclusion, sustainability is not the prime concern of Japanese consumers.
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For this reason, the current positioning needs to be focused on the other strong brand pillars
that address more the pain points of the Japanese customer segments: Namely, the health
advantages of being hydrated, convenience of consumption and technology solutions, like
tracking and being part of a community. Here, Waterdrop should leverage its position as a
“western brand” from Austria and position itself as a solution provider for the health concerns
of an aging population, as western brands in Japan, that capitalize on the perceptions that their
nation is famous for in their products, are often more successful (Kersey 2022b). The

Positioning Statement for the Japanese market could be as follows:

Target For all people that
want to enjoy the
healthiest customised
drink wherever and
whenever they want 88

waterdrop’

MICRODRINK

Value that offers a tasty, Young Old
Proposition  g,qar and chemicals
free microdrink, while

being eco friendly

Competitive Waterdrop is aglobal
Set hydration specialist

Targeting

Male Female

In-Store Purchases Online Purchases
({
Abstract Functional

End- so customers can have

Benefit apositive impact on
their health

Brand Message:

Reasonsto  because Waterdrop Become a credible player in the Japanese market: Current beverage

actively develop health

Believe and data driven consumption practices are not promoting the health benefits hydration can
solutions to promote deliver. Most beverages include sugar and chemical additives and causing
responsible damage for the planet because of plastic usage and CO2 emissions.

consumption of water

Figure 9: Waterdrop’s local Positioning and Brand strategy in Japan

Following this, Waterdrop is positioned to focus primarily on health advantages, compared to
the most popular category leader of carbonated floured drinks, like Coca-Cola and Suntory. As
around 53% of Japanese consume carbonated soft drinks at least once a month and around 33%
every week (Statista 2022m) this is an important competitive category against which to position.
Further, in comparison to bottled water producers, Waterdrop should focus on its taste

advantage and the consumer convenience to customize their drinks wherever they are. In this
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regard, they are bagged by the outstanding water supply in Japan as Tokyo alone has enough
subterranean water mains that span over 27,000 kilometers and tare-free water fountains
available everywhere (Niponica 2022). Moreover, sustainability is not the prior message in
Japan. However, educating Waterdrop’s future consumers might be a chance for superiority to
rivals in the future. Finally, compared to the competitive set of water enhancers, Waterdrop
must play out its advantage in terms of storage and packaging, convenience and taste to

convince the Japanese consumer of their need for Waterdrop’s microdrinks.

4.4 Marketing Tactics

As the Japanese consumers are most likely not respond favourably to a standard offering, this
section determines to what extent Waterdrop must adapt to meet their needs. The adaptions for
the Japanese market are mainly promotional-related factors. The focus is to bring the aesthetics,
preferences, salience and brand recognition in line with cultural views to serve the audience
better. As the Japanese demands healthy products and straightforward goods that offer high
value, the marketing adaptions should emphasise and communicate the benefits of consuming

Waterdrop.

4.4.1 Product Adoptions

Big players, from Starbucks to Pepsi, have all launched new flavors or adjusted designs that
better suit Japanese preferences to boost sales and brand recognition (Kersey 2022b). For
example, the local Japanese market is very popular for unique taste profiles, and Japanese
consumers are eager to try new flavors and textures. While hibiscus and rose are well-known
today, cherry blossom and orange are intriguing flavor alternatives. Additionally, earthy flavors
like those from herbs, spices, roots, and botanicals are becoming more popular. Botanical

extracts are especially well suited for several applications for non-alcoholic beverages.
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Therefore, herbal and fruit flavors provide novel sensations and satisfy customer needs for more

genuine and natural products (Doéhler 2022).

Because of their emotional and symbolic importance, colors might need adjustments as well,
as they significantly impact packaging. Generally, there are two ways of regarding color:
Shibui, which uses soft colors instead of clashing ones, and kabuki, which uses contrasting and
vivid colors (Publications Office of the European Union 2019). The most significant color in
Japan is red, associated with the rising sun. It embodies the lucky color of life, power, vigor
and is utilized at large events, like weddings and births. White instead is often linked with death
and funerals, yet it is also the color of the gods, purity, and rebirth. Purple symbolizes
prosperity, whereas pink, orange, and green are all seen as encouraging tones. Black and blue,
however, are commonly considered unfortunate colors because they are related to villains, the

unknown, and otherworldly beings (Sarah 2013).

Furthermore, compared to Europe, serving sizes are often lower. A proper serving size for the
market is a must for the convenience trend and requires further research about the optimal

number of micro drinks per bundle (Publications Office of the European Union 2019).
4.4.2 Price Strategy

Given that the total consumption and savings ratio has been impacted by declining disposable
income (Saito 2022), which mainly impacts middle-class society, middle-class consumers are
increasingly price-sensitive. Additionally, exposure to different product purchase possibilities,
such as having access to retail and online channels that offer a unique perspective on pricing
comparison that impacts purchasing decisions, fuels a resourceful attitude about spending
(Kwarteng et al. 2020). Japanese customers are notoriously picky, placing a substantial

premium on quality and branding and being prepared to spend extra money on items with

NOVA -

NOVA SCHOOL OF
BUSINESS & ECONOMICS



additional value. For the Japanese market, it is hence reasonable to follow a polycentric pricing

strategy (adaption) with decentralized and locally set prices in the Japanese market.
4.4.3 Place: Rethinking the Store

As discussed previously, creating engaging content for all key target segments is vital, attracting
more people and generating more relevant data. From a consumer perspective, the channels
must enable similar task fulfillment on every channel and seamless inter-channel interaction.
As Japanese customers may choose channels that fulfill their needs conveniently, low-risk and
low-costly, quality is perceived as the most important attribute at the pre-buying and buying
stages (Wolf and Steul-Fischer 2022). From a company perspective, Waterdrop needs to
consider which channels will help them connect with its target audience the most and always
be able to discover the channels that support them in maintaining control over the brand image,

price, and inventory simultaneously.

Establishing stores in the main urban hubs will help boost brand recognition. The store’s goal
is to achieve trust, boost sales, offer products in-person for spontaneous purchase and achieve
upscaling brand awareness for the quality-conscious Japanese consumers. The older segments,
especially the bubble generation and high net-worth individuals, tend to agree with the opinion
of their external environment and are easily influenced by what their friends, peers, and
salespersons recommend. Hence the stores may take a more prominent role compared to the
Austrian market. Training the sales staff to interact with the consumer from a health consulting
perspective is essential. Furthermore, through digital displays in the shop, customers can order
their requirements, such as customized microdrink bundles, for themselves and their families
directly to their homes. This requires software like a content platform and hardware like a one-
tap way to browse and purchase online-only inventory in a store. Furthermore, Waterdrop could
maximize store experiences and accumulate data with the use of behavior engines that assesses

how individuals and things move through and communicate with one another within a physical
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environment. These kinds of platforms bring internet tastes into offline settings. They offer
useful information that allows physical establishments to be tailored to meet D2C client

demands (Apprendi 2022).

4.4.4 Promotion

To choose the most effective advertising channels, it is worth looking at the most frequent use
in Japan. With an 81% penetration rate as of February 2022, YouTube was Japan’s most popular
social media platform. The next two are Twitter (58%) and LINE (80%). Facebook, Instagram,
and TikTok came in positions 4, 5, and 6, respectively (Digital Business Lab Hong Kong 2022).
Hence Waterdrop should place ads and advertisements on these particular channels to generate
more users for its website. Furthermore, Japanese customers are more likely to be drawn to
brands that use Japanese models and suffer from a considerably lower conversion rate when the
landing page is not in Japanese, as less than 10% of Japanese people consider themselves skilled
in English (Digital Marketing for Asia 2021). For this reason, Waterdrop must display material
and photography on its website and social media channels, choosing local faces and languages

to promote the products.

Finally, Japanese culture requires special treatment regarding promotions. For instance, a
particular focus should be on the lucrative “Oseibo”, which is the time of year when Japanese
people show their thanks to friends, and family by gifting them presents (Kopp 2020). There is
no particular kind of gift, but the preferred presents include a range of consumer goods. In 2021,

the Oseibo market amounted to around €6bn (Statista 2022j).

5 Entry Mode Strategy (Carl F. O. W. F. von Maltzahn)

Companies seeking expansion to a foreign market can enter them through different entry modes,
such as direct exports, licensing, strategic alliances, joint ventures and foreign direct
investments (FDI). The latter involves, for instance, wholly owned subsidiaries or full
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acquisitions. In order to manage activities connected to internationalization effectively, firms

need to establish an appropriate organizational structure (Anderson and Gatignon 1986).

For internationalizing corporations, the choice of how to enter a foreign market is of core
strategic importance. Eventually, it determines the degree to which a company has to commit
its resources to a target country, the risks a company faces in the foreign market, and the level
of control a company obtains in its overseas operations (Sanchez-Peinado, Pla-Barber, and
Hébert 2007; Hill, Hwang, and Kim 1990; Hill and Kim 1988; Anderson and Gatignon 1986).
While it is often costly and time-consuming for corporates to reconfigure their entry mode
halfway along execution, finding a suitable concept right away likely leverages a company’s
strategic performance (Nakos and Brouthers 2002; Ledn-Darder, Villar-Garcia, and Pla-Barber

2011; Lu and Beamish 2001).

5.1 Identification and Definition of Different Entry Modes

What range of options does a company have when entering a new market? How can companies
like Waterdrop identify the best option for entering their target country? The decision process
of choosing an appropriate market entry mode is regularly addressed in international business
research (Pla-Barber, Leon-Darder, and Villar 2011; Werner 2002). Predominantly, the
literature on market entry mode options reflects on multinational enterprises (MNES). Though
small and medium sized enterprises (SMESs) like Waterdrop have got distinctive characteristics
which likely shape entry mode decisions in terms of the scope of resource commitment, risk
exposure and operational control (Lin and Ho 2019). Therefore, after identifying and
distinguishing the individual entry modes, special attention is paid to Waterdrop’s specific

situation in line with its strategy pursued up until the present day.
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5.1.1 Exporting

The first entry mode under investigation is ‘exporting’, for which a distinction can be made
between direct and indirect exports. In general, exporting is described as the process of sending
domestically produced goods and services to another country. It often is the first step towards
internationalization for companies as no FDI is required (de Kluyver 2010). Indirect exporting
means to outsource all activities related to transportation and sales that are to happen outside
the company’s home market. In this case, the company willing to sell its products abroad signs
a contractual agreement with an intermediary, like an export management or trading company.
This intermediary then receives the goods to be exported and takes care of all export activities
starting directly from the domestic market (Choudhary 2022). In contrast, direct exporting
means to keep control over the transportation of goods to another country. It also involves a
contractual agreement with an intermediary, although at a later stage of the distribution chain
(Taylor, Zou, and Osland 2000). Once the goods arrive at the target market, distributers or
agents that are familiar with the local market conditions carry out all subsequent value chain

operations (Thuri 2022).

Relative to other entry modes, exporting is characterized by a low risk level due to a high degree
of flexibility and comparatively lower levels of committed resources. However, exporting
includes significant transportation charges and limited control over the marketing and sales of
products in the target country. Furthermore, the intermediaries must be paid for a variety of
services. Another downside for exporters is the lack of knowledge about the market in which
their products are sold. There is little to no influence in securing or even enhancing the
company’s competitive position. Also, there are obstacles in case a company is willing to
customize its products and services in order to align them with the local consumer’s tastes and

preferences (Choudhary 2022; Thuri 2022).
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As seen for other market entries, such as Waterdrop’s recent expansion to Singapore, the
company does not usually pursue a sole exporting strategy. Waterdrop is eager to gain market
specific knowledge and constantly adjust its offerings to local customer’s peculiarities. In fact,
it takes ownership of its marketing activities in every country that is newly addressed. However,
Waterdrop has its production facilities located in Germany. Before demand in the APAC region
justifies the set-up of new production sites, Waterdrop would likely ship its goods to Japan first.
For the transportation of goods, it is advisable to rely on an external logistics company as to
make use of its expertise. In this case, the clear advantage for Waterdrop is the size of its
products that are small and light weighted. One standard pack of its microdrinks, including a
total of 12 flavored cubes, weighs around 60g and has the approximate dimensions of
0.000043m?2 (Braemer 2017; Amazon 2022). A 40-foot container has the dimensions of 67.7m?,
which means it can fit over 1.574 million microdrink packages (Holloway 2021). The total price
for shipping one container to Japan, including possible custom duties, container inspection fees,
delivery charges and insurance, varies between €3,775 and €6,606 (Townsend 2021; Twill
2022; Searates 2022). This increases the cost per unit by just €0.0024 - €0.0042, which is an

insignificant surcharge to the premium prices that Waterdrop demands (Waterdrop 2022c).

5.1.2 Licensing and Contract Manufacturing

The second entry mode in the spotlight is ‘licensing’. Concisely, licensing is the contractual
authorization of a company operating in the target country to use proprietary knowledge of the
licensor. Typically, licenses are issued for intangible assets like corporate brands, patents and
manufacturing technology. In exchange for the usage right of the licensors property which in
some cases also includes technical support, the licensee is charged a royalty (de Kluyver 2010).
The scope of the license itself is subject to negotiations and might entail the exclusive right to

produce a certain product (also ‘contract manufacturing’), to sell it in a certain market or both

(Oakter 2022).
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Since the licensor only has to undertake a small investment, licensing offers the chance to
realise a high return on investment. However, the question remains whether or not profitability
could be higher if manufacturing and marketing activities were to be kept inhouse. Depending
on the scope of the license, yet again there is the disadvantage of not gaining sufficient
experience and knowledge in the new market in which the products are to be sold. Licensing is
characterized by a comparatively low resource commitment (de Kluyver 2010). There is
moderate flexibility as changing licensee’s terms and conditions or switching to another entails
set-up costs and time constraints. Control over operations is inhibited and the licensor needs to
carefully weigh up whether it is wise to give away insights on intellectual property for the sake
of a time-limited agreement (Master Class 2022c). To some extent, the licensor is exposed to
the risk of product imitation and copying of best practices as well as success formulas (Gaille
2018). Nonetheless, by following a licensing strategy, internationalizing corporations are often
able to increase their speed of expansion significantly. In terms of capital employed, it is
certainly advantageous that the main costs are borne by the licensee (Miller 2022). Additionally,
an often-cited reason for entering new countries by licensing agreements is when the target
market is not accessible by export from existing facilities due to capacity reasons (Nakra 2006).
Another common reason is to enter markets that are otherwise protected by trade restrictions

(Shopify 2022).

In 2019, the European Union and Japan signed a comprehensive Economic Partnership
Agreement by which trade barriers, including more than 97% of all tariffs, were removed
(European Commission 2022a). The elimination of duties widely covers prepared foodstuffs
and flavored beverages, according to the European Commission’s list of custom-free goods
(European Commission 2022c; 2019). Therefore, it does not seem necessary for Waterdrop to

enter into a licensing agreement for the sole purpose of circumventing trade restrictions.
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Moreover, Waterdrop is unlikely to face production-related capacity issues in the first years of
market entry. Although the company does not publicly disclose its current maximum production
capabilities, several factors indicate that its capacity in the domestic market is sufficient. For
instance, as mentioned in the last chapter, the production of Waterdrop remained in Germany,
even with the other expansions to the US and Singapore. Furthermore, unlike many other
companies, Waterdrop is able to produce cost-effectively in stock, which gives the company
greater room for manoeuvre. Its best-selling microcubes are not only small, which makes
expenses for storage space bearable, but also have a shelf life of about one year (Deutscher
Fachverlag GmbH 2021). Accordingly, production does not have to adjust to demand on a day-
to-day basis. Altogether, Waterdrop does not seem to be dependent on contract manufacturing

for capacity reasons.

Though it seems tempting to accelerate expansion while keeping own resource commitment to
a minimum, Waterdrop would not be able to gain knowledge about the Japanese market and its
consumers if it was to out-license any of its operational activities. As the centrepiece of its
distribution efforts, the company pursues a D2C sales strategy via its own website. Therefore,
it seems the better deal to selectively enter local partnerships with established retailors when
compared to handing out extensive and exclusive licenses. Not considering licensing as an
option for market entry also protects Waterdrop’s intellectual property, such as its product

formulas and tech-inventions.

5.1.3 Strategic Alliances and Joint Ventures

The third and fourth entry modes in focus of analysis are joint ventures and strategic alliances,
which have increased in popularity over the past decade (de Kluyver 2010). With regards to
collaboration, the two instruments can take on quite different forms and degrees of intensity.
The key difference between joint ventures and strategic alliances is the scope of commitment.

In a joint venture, the collaborating companies form a new legal entity of which each company
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owns a share. Most common reasons for joint ventures are to make use of cost advantages as
well as to create synergies by combining resources and expertise. Such collaborations
frequently end in M&A transactions, if the venture bears fruit. That is not the case for an alliance
in which the partners keep their independence while collaborating. Most common reasons for
alliances are to co-specialize in a certain field by combining individual capabilities, to make
use of learning opportunities and to form coalitions in order to achieve a mutually beneficial

objective (Srivastav and Vaidya 2022; Patel 2022).

In general, companies that successfully negotiate their liaison are enabled to share both risks
and resources needed to set foot in a market. Furthermore, it creates learning opportunities and
might accelerate specific capabilities needed to gain competitive advantage. Although
investment returns have to be split up in certain stipulations, alliances and joint ventures
promise a moderate level of flexibility to a company when compared to a standalone FDI. On
the downside, a company faces reduced control over its decision making. Moreover, incentives
are not always aligned with the partner corporation which leaves room for moral hazard and
opportunistic behaviour. As seen for the licensing agreements, there is again the thread of
potential loss of proprietary knowledge. Additionally, performance ambiguity and cultural
clashes might cause difficulties in the relationship between the involved parties (de Kluyver

2010; van Ballegooijen 2010; Bridgehead 2021).

Alliances and joint ventures tend to be successful when the collaborating companies’ strategic
objectives are aligned, but their competitive objectives are detached from one another. Studies
also find that it is favourable when the companions’ size and market share are insignificant
compared to market leaders. Furthermore, it is beneficial if the partners can learn from each
other but also limit access to their own proprietary knowledge (Lin and Ho 2019). The most
important bilateral metrics to agree on in an equity-based alliance are the distribution of

ownership, governance and control as well as the duration of the contract, pricing, sharing of
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technology and sum of resources deployed. External factors to consider are dependencies on

local third parties like other companies or governmental authorities (de Kluyver 2010).

Since Waterdrop follows a blue ocean strategy by serving an entirely new category in the non-
alcoholic beverages industry, the focus for cooperations lies on partnerships for product
distribution, marketing and sales. Among the typical Japanese FMCG retailing channels like
supermarkets, providers of vending machines and online D2C marketplaces (Statista 2022c¢;
Research and Markets 2021), this would also include a closer look at potential partnerships with
unrelated businesses. These unrelated businesses should offer an opportunity for marketing the
product in a brand-leveraging environment. As an example, one could think of an alliance with
a luxurious Japanese hotel chain, in which Waterdrop’s microdrinks are offered for each guest
as a welcoming gift by default. Such alliances often yield high potential for marketing the
product. However, to avoid exceeding the scope of this analysis, such unrelated partnerships

will not be assessed in detail.

Japan accommodates only few competitors offering similar product attributes and benefits
when compared to Waterdrop’s. As assessed before, these products are sub-brands from big
industry players like Kraft Foods, Nestlé and Dyla LLC and their product types (liquid
enhancers and powder sticks) differ from Waterdrop’s solid cubes (Modemann and Murray
2022; Dyla LLC 2022; Mordor Intelligence 2021b). However, even beyond the differences in
terms of product type, there are several reasons that oppose the idea of partnering up with one
of the before mentioned players. When compared to Waterdrop, the sheer size and therefore the
volume of retrievable resources differs significantly. The large corporations do not dependent
on Waterdrop’s financial involvement, neither do they strive for sharing operational control.
Additionally, it is not in the interest of Waterdrop to threaten its intellectual property.

Furthermore, all R&D driven alliances, if any, are more likely to take place in the company’s
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home market where Waterdrop has located its production plants and engineers team

(Modemann and Murray 2022).

5.1.4 Foreign Direct Investments

Lastly, the entry modes ensuring the most control over foreign operations, but also requiring
the highest resource commitment are FDIs including acquisitions and wholly owned
subsidiaries (de Kluyver 2010). FDIs involve direct ownership of properties in the new market,
which in consequence leads to the transfer of capital, technology and employees (Lin and Ho
2019). One of the central advantages of FDIs is the proximity to consumers and competition,
enabling the expanding company to gain specific knowledge and fully focus on local business
habits, consumer preferences and market opportunities. As for all equity-intensive investments
and due to the required strong level of commitment, the risk level for this entry mode is high
(Research FDI 2021). Although acquisitions promise a faster market entry due to pre-existing
market knowledge and administrative contacts, wholly-owned subsidiaries are often considered
the prioritized option. Especially in the case when no suitable candidate can be identified for
purchase or if options for the market entry are limited due to scarcity of resources (de Kluyver

2010; Research FDI 2021).

Waterdrop produces and offers innovative products that are new to the conventional beverages
market, which means there is a lack of suitable candidates. Moreover, it currently follows a
rapid expansion strategy and did not acquire any companies when entering new markets like
the USA or Singapore in the past. Although the six years old company is funded for further
expansion with €60m in its Series B funding (Waterdrop 2022f; Modemann and Murray 2022),
an acquisition is regarded as too costly and resource intensive. For those reasons, the focus of
the following analysis will lie on investigating benefits and downsides of FDIs in the form of

wholly owned subsidiaries rather than M&A.
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5.2 Entry Mode and Strategic Approach

There is always a trade-off in deciding at what pace a firm is to enter a target country. If a
corporation decides to follow a conservative strategy and goes in slowly in order to minimize
risk and reduce resource commitment, it might get outpaced by its competitors (Harvard
Business Review 2021). This is true even for products that are new to the market like
Waterdrop’s flavoured micro-cubes if thinking of rapid product adaptations and imitations. On
the other hand, a company could choose to enter a target country more aggressively and quickly
to gain market share and maximize investment returns right from the beginning. However, the
resource commitment in this case is high, as is the risk of failure due to a lack of experience-
based knowledge. In other words, it can be costly if pre-conceptualized assumptions about the
market turn out to be misled and if there is no time to adjust misconceptions. It requires careful
analysis and planning to identify the right strategy and to reduce opportunity costs to a

minimum (Sang and Ulrich 2021; E. Scott and Stern 2018).

5.2.1 Internal and External Factors

There are internal and external factors that influence a company’s choice of entry mode.
Important internal factors to investigate are company size, international experience, product
complexity and competitive strategy. As for external factors, important metrics are socio-
cultural distance, demand uncertainty, trade barriers and intensity of competition

(Ravelomanana et al. 2015; Hollensen 2001).

A company’s size is often a direct reflection of its competitive advantage. This is given the fact
that the bigger the size of a solvent company, the more resources it has available. Financial
capital, human capital, properties and technological capabilities are just a few examples of such
resources that can be identified as ‘enablers’ for strategic objectives (Wernerfelt 1984). The

same applies to the scope and methodology of international market entries, as a large company
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size indicates a company’s ability to cope with high expenses and risks (Ekeledo and Sivakumar
1998). Waterdrop expects its revenues to reach €153m in 2022, which is why the company can
be categorized as a medium sized enterprise (Gartner 2022; Hifner 2022). It accommodates
around 250 employees. As shown in the company situation analysis, its operating cash flow
allows running Waterdrop’s core markets. Furthermore, Waterdrop can be classified as tech-

driven due to its D2C online sales channel and focus on business analytics.

The degree to which a company already owns international experience has been found to also
influence entry mode decisions. An intuitive rule applies: the less international experience a
company has, the more difficulties occur in managing activities abroad (Agarwal and
Ramaswami 1992). Experienced companies gained knowledge in planning and executing their
expansion projects according to self-set standards. This way, it is easier to choose a strategy by
which to enter and to use methods that yield high potential for profit maximization. Today,
Waterdrop operates in 13 countries and opened up flagship stores in nine countries, of which
seven are European and the other two are located in the USA and Singapore. Besides its
headquarters in Vienna, it set up offices in the USA, Paris, London, Brno and Singapore (Tech
Funding News 2022). All signs and strategic aspirations are for growth. The company is already
well experienced in expansion projects and so far chose similar approaches to enter new

markets, which will be analysed in the next chapter.

Product complexity often is of core importance, especially to corporations that are dependent
on specialised suppliers or locally limited raw materials. Waterdrop’s ingredients and materials
are harvested both locally and around the globe, though not limited or rare. Due to the products’
size, weight and durability, shipping to the consumer is carried out by the domestic post office

in Waterdrop’s home market (Ravelomanana et al. 2015; Hollensen 2001).
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The competitive strategy of a company plays a key role in deciding upon an entry mode.
According to Roxas (2008), SMEs should keep focus on product development and react to
consumer preferences that were identified. Continued innovation is described as an important
success factor for sustaining economic growth in SMEs (Howell 2005). Waterdrop does well
in following the recommendation that can be derived from the beforementioned studies. The
CEO announced to dedicate most recent fundings to both R&D to further improve and innovate
products as well as to the company’s expansion to untapped markets. With its omnichannel
retailing approach, the company enables seamless transitions between the ‘brick and mortar’

flagship stores and its online presence (Modemann and Murray 2022).

The socio-cultural relationship between Japan and Waterdrop’s home market is characterized
by close economic, political, and intercultural ties. Nevertheless, the Japanese consumer differs
significantly from a typical German or Austrian customer. As assessed before, Japanese
consumers tend to be more emotionally connected to their preferred brands (Coopmann 2020).
Companies like Coca-Cola primarily succeed due to marketing tactics that address Japanese
preferences (Kersey 2022b; Verghese 2022). Also, trade barriers are widely removed due to the
recently enacted trade agreement between Japan and the EU (European Commission 2019).
There is intense competition in the non-alcoholic beverages market, though more direct
competitors consist of sub-brands from large industry players (Mordor Intelligence 2021b).
There is high demand uncertainty for Waterdrop. Though the market is expected to grow by
6.11% CAGR between 2022-2026, the company must evaluate iteratively and constantly adapt

to how the Japanese consumer responds to its offerings (Statista 2022b; 2022c¢).

5.2.2 Desired Mode Characteristics and Entry Strategy

From Waterdrop’s previous expansions, it can be observed that the company aims at high
control of its foreign operations, while also keeping an eye on expenses and resource

commitment. The company targets a rapid expansion to multiple markets, at the same time
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following entry strategies that allow for a slow but steady increase in number of customers. For
its entry mode strategy, Waterdrop should make use of the expertise it gained from previous
expansions. Taking into account all factors of the conducted analysis, it appears evident that a

mix of entry modes is best suited for the company (Bryce and Dyer 2007).

In order to set foot in the Japanese market, Waterdrop should import its products from Germany,
where its production sites are located. This way, the company can better adapt to customer’s
demand in its own pace. The additional unit costs of €0.0024 - €0.0042 for the shipping of
goods are moderate and to disregard the set-up of manufacturing sites in Japan also yields the

advantage of less capital being employed.

By opening up its own legal entity in Japan, Waterdrop could take over full control of local
operations, establish relevant business relations and gain significant market knowledge as well
as insights on customers (HLS Japan 2022). This wholly owned solution enables Waterdrop to
open up an office and employ a country manager with pre-existing expertise for the Japanese
market. Furthermore, the company is able to launch its own domestic D2C sales channel by
setting up a dedicated website. In parallel, a central warehouse needs to be set-up from where

Waterdrop’s products are shipped in cooperation with the local post office.

Waterdrop should also consider negotiating terms with local retailers. Apart from supermarkets
that have the highest share in non-alcoholic beverages sales, vending machines and convenience
stores come in second and third respectively. The popularity of vending machines in Japan is

exceptional and yields the highest per capita penetration worldwide (Martin 2022).

As not only seen for the latest expansion to Singapore, Waterdrop’s other foreign subsidiaries
promoted the company’s offerings by opening up flagship stores in busy city centres. Although
comparatively small in size, these stores are equipped with high quality interior. This is despite

the fact that the majority of turnover is typically generated through D2C online sales. The idea
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behind flagship stores in selected locations like large shopping malls is to gain even more
insights on consumer preferences as well as to evaluate the acceptance level of new products.
This is especially valuable to Waterdrop because its offerings are new and unconventional to
the market, meaning the company’s products require higher marketing efforts in order to

educate and engage with consumers.

6 Action plan (Dipta Chopra)

The best and most effective way to materialize the process of internationalizing a business in
real terms is to draw up an action plan for the entry. Just like every other country, Japan has its
own laws, nuances and unique procedures when it comes to setting up a business there. In
Japan’s case specifically, there are some procedures and practices that are exclusive to the
country, and it is important to understand and consider them before stepping foot into the
country. The action or roll out plan becomes the blueprint that needs to be followed and gives
the company a guide as to which steps come first and what needs to be done to get the business
up and running. This section outlines the very first steps that Waterdrop would need to take
before beginning the actual process of selling to end customers, including procedures for

registration, hiring decisions, warehouse and logistics.

6.1 Registration

The Companies Act in Japan has been amended to make it easier for new establishments to start
doing business in Japan. Two of the most noteworthy changes that came about with the
implementation of the Companies Act were the elimination of the minimum capital restriction
and the easing of procedures for company registration in general, for example, abolition of
similar corporate names, easing rules on the fields that businesses are set up in, etc. The easing

of these rules can prove advantageous for Waterdrop, as they can establish their presence with
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a smaller amount of capital investment initially, as the idea is to expand slowly and get a feel

for the new market design (EU Business in Japan 2022).

Waterdrop would initially be establishing flagship stores and selling through D2C with its
website. Registration requirements to consider would be for a wholly owned subsidiary and the

E-commerce and internet requirements.

For a wholly owned subsidiary in the form of flagship store(s): For any company to legally set
up an entity in Japan and carry out all necessary business activities, the subsidiary company
needs to be set up as a Kabushiki-Kaisya or KK (a stock company) or Goudou-Kaisya or GK
(a limited liability company). This subsidiary is then considered the legal and independent
corporate entity, with all liabilities and assets belonging to it. Since Waterdrop is still a limited
liability company in all the markets it currently operates in, and it is setting up its business
operations in Japan on a small scale to begin with, it would set up the subsidiary company as a
Goudou- Kaisya or GK, which is a limited liability company. Another advantage of setting up
as an LLC/ GK is that under the Japanese Companies Act, small/medium sized companies and
non-public companies are the most flexible in terms of structure and organizational design (EU

Business in Japan 2022).

Procedure to set up the GK: It can be challenging to navigate the procedures and documentation
required to register a company in Japan, as it all needs to be done locally and in Japanese.
Waterdrop may be required to enlist the services of a professional attorney or administrative
individual to complete all the formalities successfully. Waterdrop also needs the services of a
resident representative director or a third party to open a bank account for the deposit of capital

investment. A basic overview of the procedure is given below: (Jetro n.d.):

1. Evaluation of the profile of the GK being established

2. The Legal Affairs Bureau will examine corporations with similar names
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3. Acquiring of certificates and affidavits for all participating equity members,
whether companies or individuals, first in the company’s home country and
then in Japan

4. Getting the GK articles of incorporation ready

5. Payment of capital into a bank account of all the members

6. Registering the establishment and company seal (and therefore, the
establishment date) at the legal Affairs Bureau

7. Opening an official bank account in the company’s name

8. Notification to the bank of Japan

Cost to set up a GK:

e Registration tax (paid to the Legal Affairs Bureau for the application of registering the
GK): 0.7% of the initial capital, but €417 (¥60,000 JPY) is the minimum

e Revenue stamp tax (a national tax that must be paid for the revenue stamps that will be
put on all legal documents for the registration and incorporation of the entity): €277
(¥40,000 JPY)

e Corporate seals (payment required for the representative seal called the daihyosya-in

paid at the Legal Affairs bureau): Around €139 (¥20,000 JPY)

The whole process of setting up the initial registration and incorporation of the business from
start to finish could take roughly around 18-21 weeks (Matsuzaki 2013). Once the incorporation
is complete, notifications need to be sent to tax, prefectural, municipal and social insurance

offices.

Apart from operating the flagship store that will be set up as a Goudou- Kaisya (GK) or a
Limited Liability Company (LLC), Waterdrop aims to sell through their E-commerce website

as D2C in Japan as well. Since Waterdrop plans to keep its production in Germany and import
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into Japan, there are also a set of import as well as E-commerce specific regulations that need

to be followed:

Import regulations: Even though there are certain set procedures that need to be followed, the
EU-Japan Economic Partnership Agreement that came into effect in 2019 eased the process of

imports for EU based companies.

Custom procedures: The requirements for goods entering Japan by air is that they need to be
announced 3 hours in advance, and 24 hours before if it is by sea, and the right documentation
needs to be provided for custom clearance. The goods imported are also levied with custom
duty and a consumption tax. Tariff rates are lower for countries that have a free trade agreement
with Japan (like Germany). In addition, the consumption tax is waived off for products below

€70 (¥10.000 JPY) and is set at 10% in other cases (Krebs 2015).

Specific set of regulations for E-commerce: The Japanese government has made several
revisions to the E-commerce laws, since it is considered a sector that is expected to grow in the

future. Most contracts and guidelines in Japan are controlled by the overarching civil law.

As of April 1st, 2001, e-commerce sellers are supposed to provide electronic information about
the items being sold, their total price, amount of instalment and the time and method of
payment. Since all the transactions, including the exchange of the contract is done
electronically, it is required to confirm the identity of the contracting parties. The “Electronic
Signature Law”, which allows for e-signatures in contracts and to be presented in courts, also

came into effect, which facilitates e-commerce further (Krebs 2015).

A very important aspect for Waterdrop would also be to follow the right laws and procedures
to have their Intellectual Property (IP) Rights registered in Japan. Since Waterdrop has their
patents in place for their other markets, it would also mean that they would need to apply for
their patents in Japan as well, for their tech invention ‘Lucy’. Japan is considered to be one of
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the most progressive countries when it comes to protection of IP rights. By and large, Japan’s
IP rights framework is in line with that of the World Trade Organization (WTQO) framework
and these laws have also been reinforced in the last couple of years. The Japan Patent Office is
where all the registrations need to be filed, and the office is responsible for patent rights, utility
model rights, design rights and trademark rights. The steps involved are to submit the patent
application, followed by the formality examination, next the contents of the application are
published within 18 months, there is a request for examination and then if the request is
approved, then the patent is granted, and the annual fees needs to be paid. There is also a system
in place to contest the decision, if the application is refused. Japan also follows a ‘first-to-file’
system, meaning that patents can be filed before they are in use, and patents are issued for a

protection period of 20 years (EU-Japan Industrial Cooperations Centre 2022d).

6.2 Warehousing and Delivery Logistics

Warehousing would be a crucial aspect for Waterdrop since it plans to import goods from
Germany into Japan. In order to have healthy inventory levels to serve the flagship store(s) and
the D2C demand for a considerable period of time, warehousing decisions become important.
This is where Waterdrop can establish its strategic partnerships with local players. Being a very
culturally forward and unique market, local players would have a better knowledge and
expertise on warehouse systems as well as inventory management. This can also further help
for better coordination with local logistics partners. There can be several potential local

warehouse options, and two of the most widely used ones are listed below:

OpenLogi: They provide warehousing and inventory management that can be integrated with
the online store and app’s systems. Their rates are calculated based on a pay-as-you- go system.
Other services that are provided include customized packaging, gift wrapping and cash on

delivery (if the same company provides transport logistics as well).
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Connect Logistics: The company provides domestic and international shipping services and can
be integrated into a store’s system as well. It provides easy warehousing through integration

with a cloud-based software system that keeps operations costs low (Siardi 2018).

As of the last quarter of 2021, the rent for a logistics space in Japan, and specifically the main
Tokyo Bay Area was around €52 (¥7500 JPY) per tsubo. This area is considered the main hub
for all logistics activities in the country. This was higher than all the other areas surveyed. Tsubo
is a unit of measurement in the Japanese system where 1 tsubo is equivalent to 3.31 square

metres (Statista 2022r).

It is almost impossible to create an e-commerce action plan without considering the delivery
logistics scenario of a country. In Japan particularly, this becomes even more important, being
the third largest E-commerce economy in the world and the consumers having very high
expectations from delivery services in general. For the terrain of a country like Japan, and to be
able to provide delivery services that live up to the high expectations of consumers, Waterdrop
would benefit greatly from local partnerships with the biggest logistics companies in Japan.
This market in the country is dominated mostly by three players that control 90% of the delivery

services. The market share of the main players is distributed as follows (Dunn 2018):

The average Japanese E-commerce consumer expects very high standards from their delivery
services including next day delivery, specifying a pickup location like a convenience store, cash
on delivery as well as convenience store payment methods. The major players in the market
have been providing these services to consumers successfully and Waterdrop would benefit
from entering into a partnership with one of them and can also customize the services they

require based on pre-defined Service Level Agreements (SLAS) in the contract (Dunn 2018).

NOVA 03

NOVA SCHOOL OF
BUSINESS & ECONOMICS



Market share of Logistics Partners in Japan

® Yamato Sagawa Express  ® Japan Post ® Others

Figure 10: Market share of Logistics Partners in Japan (Dunn 2018)

Almost 90% of all domestic transport happens by road in the country (EU-Japan Industrial
Cooperations Centre 2022c). The average price of delivering a package for the size of
Waterdrop’s products (according to Yamato Express) would be approximately €7 to €9 (¥1000

to 1260 JPY) (Yamato n.d.).

6.3 Hiring Decisions

The smooth planning, implementation and success of any action plan and operations of any
organization depend largely on the skills and knowledge of the people that are running the
show. Hence, Waterdrop needs to have an effective plan in place to be able to hire people that
not only know the operations of Waterdrop, but also the Japanese culture, law and management
and working styles. There are some nuances that need to be considered while setting up
Waterdrop’s business in Japan, like the wages, working hours, any government regulations and
disputes. This needs to be highlighted even more, given the vast amount of difference between
Waterdrop’s home market and the new target market.

Although now declining slowly, the Japanese workforce is known to commit to lifetime
employment in the same company, and this could come at extra costs of having senior
employees. By and large, companies have the freedom to decide who to employ and how many
people to employ, but the law specifies some regulations to be followed. Equal opportunity

employment practices need to be followed, age limits cannot be specified in most cases and
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hiring should be done based on aptitude and merit. Some of the most important factors based
on hiring are discussed below:

Wages: The minimum wage depends on the industry and the region. However, an estimate of
the minimum regional wage for Waterdrop would be from €6- €7 (¥790-1013 JPY) per hour
for all workers (as of 2019) and the Government has recently announced a push to make the
nationwide average wage €7 (¥1000 JPY) per hour.

Working hours: The working hours in Japan are similar to several other countries, with 40 hours

per week and 8 hours per day being the limit (EU-Japan Industrial Cooperations Centre 2022b).

6.4 Business Relations and General Negotiations

Another aspect of great interest and significance is the difference in the business cultures
between Japan and Germany/ Austria. The unique culture and way of doing business in Japan
has had a big hand in the reason for a lot of large foreign enterprises failing to gain success in
the Japanese market. Some of the most noteworthy aspects of the business culture are formal
meeting protocols, forming people relationships first, paying close attention to hierarchy,
paying attention to gifts, learning the right exchange of business cards, knowing basic Japanese
intonations and other verbal and non-verbal cues. These may seem irrelevant to an action plan
at the offset, but since these aspects are of glaring importance in a culture and people forward
country like Japan, they are very important ingredients for the successful establishment of
business relations for Waterdrop in Japan, especially since they expect to have strategic
partnerships with local players. It also boosts the immersion and adaption of Waterdrop to the
local culture and norms, not only product wise, but also business relationship and organization-

wise (EU-Japan Industrial Cooperations Centre 2022a).
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6.5 Financials

With all facets and strategies of the industry, the country, the company and the Japanese
consumer analysed, it becomes imperative to also look at the costs involved in the
internationalization and the revenues Waterdrop expects to generate. However, as no
breakdown of numbers are available in terms of profit margins, revenue, revenue split by
country or product, the financial projections were made based on several assumptions. Relevant
numbers were used from available sources, and these were applied to Waterdrop. The
projections developed serve as an estimated guide to the revenues and expenses Waterdrop can
expect while expanding to Japan. With these assumptions, it is expected that Waterdrop will be
able to make a profit in year 2. For full access to the conducted calculations, please consult

Appendix 4.

Since Waterdrop is not a public company and financial data is not published, the following

assumptions were made for the financial projections included:

1. According to the e-mail correspondence with Julia Tréster from Waterdrop (see
Appendix 5), the revenues for Singapore in 2023 and 2024 are around €1m and €2.8m
for the next two years respectively. These figures were used as a base for Japan, as
Singapore is the only APAC country Waterdrop operates in. However, we only
estimated 70% of Singapore’s revenue for Japan, as it is an entirely new market. For
year 3, we have assumed that revenues will double, as going by Singapore’s numbers,
where the growth in the first year is 167% and in the second year, the initial
momentum may slow down if marketing expenses reduce.

2. Waterdrop’s internal source (e-mail correspondence with Julia Troster from
Waterdrop) states that for Singapore, 80% of the revenues will be generated from D2C

and 20% from offline sales. Japan is a country that is a little more reliant on offline
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modes still, and so we have assumed 70% of sales from D2C and 30% from offline
modes.

3. The prices are very similar to those of Japan for all non-alcoholic beverages (Amazon
Japan 2022). Hence, initially, the price will be kept the same for the individual box.

4. According to the source used, marketing expenses usually make up 24% of the budget
for consumer-packaged goods (Creative.onl 2022). However, since Waterdrop is a
brand-new product in the Japanese market, 40% of the budget was used for marketing
expenses. Since Japan is also a very culturally forward country, Waterdrop is not a
known brand in Japan yet and consumers are very different from the other countries
Waterdrop operates in, the budget was increased to 40%.

5. Shipping costs are not included as customers pay for shipping.

Although the projections show healthy margins for Waterdrop, it is important to point out some
limitations with these projections. Since there is no information available on Waterdrop’s
revenue split per country, numbers would not be entirely accurate for the Japanese market, and
wide acceptance of the product may take longer than anticipated. There are several expenses
that have been excluded from the calculation, as these cannot be anticipated with none to limited
data available on Waterdrop itself. Another limitation is in calculating the rate of customs. Since
there is a free trade agreement between Japan and Germany, a lot of tariffs are lowered or even
removed (Federal Ministry for Economic Affairs and Climate Action n.d.). However, it is
difficult to estimate the expenses in customs for Waterdrop particularly, since it is an entirely
new product category and it is not known how Japanese customs would classify the product
(Customs.go.jp 2022). Some local customization of the products may also be required, to
increase its appeal in Japan. These would also involve costs, that cannot be anticipated in
advance. Further, costs involved with retail sales would also need to be negotiated, based on

contracts set with chosen retail partners.
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7 Key Takeaways (Group part)

Over the past six years, the Austrian start-up Waterdrop matured as an enterprise that found its
niche in the non-alcoholic beverages industry. By now, the company entered a total of 13
markets, including its latest expansions to the US and Singapore. The latter serves as a strategic
landing point for the greater APAC region, which provides a variety of fast-growing markets,

rising middle class consumers, but also well-advanced economies.

7.1 Main Findings

In order to identify the most promising market in Asia, at total of 56 countries were assessed
by comparing and evaluating several key indicators that are crucial to the success of
Waterdrop’s business model. Japan and South Korea emerged as the most promising markets
for Waterdrop, as these two countries are characterized by a strong e-commerce sector, high
middle income and excellent infrastructural conditions, among other factors. All these facets
are favorable for Waterdrop as its main distribution channel is D2C online retail and the
company’s products are sold at a premium price. The subsequent in-depth country analysis
revealed Japan as the best suited option for expansion, driven by its 2.4 times greater population
size, the country’s larger metropolitan areas and an estimated market sales potential of €26.2bn,

outperforming the assumption for South Korea by factor 3.5.

The Japanese non-alcoholic beverage market represents prosperous growth projections in the
upcoming years, underlined through several aspects, including the consistent upward trend in
average annual household expenditures for non-alcoholic beverages, especially soft drinks.
However, the Japanese market entry has numerous challenges for Waterdrop. In line with the
global competition same accounts for the local segment; a few major players, including Coca-
Cola and Suntory, dominate the market. Apart from supermarkets with the most significant

sales shares, vending machines and online shopping are worth considerable channels when
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selling beverages locally. Hence the choice of the right distribution channels, as well as
advertising measures, are crucial factors, especially in Japan due to its unique market structure
that completely differs from the Western norm. Since most players introduce localized products
specifically catered to Japanese preferences, Waterdrop must equally differentiate its existing

business formula by adjusting to local peculiarities in taste, channels, advertising, and Co.

The customer segmentation analysis illustrates that due to Japan’s increasingly aging
population, Waterdrop needs to target a wider range of customers when compared to its current
focus in other markets. However, Japanese consumers tend to have a similar set of values,
including high standards for quality, a relative price sensitivity, a strong desire for convenience,
and an increased demand for health-enhancing solutions. Furthermore, Japanese consumers are
less concerned about sustainability factors compared to its Europeans peers. For this reason,
Waterdrop’s positioning needs to focus on certain brand pillars that address the persuasive
boundaries of the Japanese customer segments; namely, the health advantages of hydration and
the convenience of the company’s consumption and tech solutions. Waterdrop can achieve this
by following an omnichannel approach. The company should follow marketing strategies that
align aesthetics, preferences, salience, and brand recognition with cultural views. Thus, it is
crucial to place the products as straightforward goods that offer high value and emphasize on

health benefits while creating engaging local content to attract the key target segments.

From Waterdrop’s previous expansions, it can be observed that the company aims at high
control of its foreign operations, while also keeping an eye on expenses and resource
commitment. As could be derived from the analysis, a tailored mix of entry modes seems best
suited for Waterdrop. The company should make use of its existing go-to market practices and
tactics that it applied for its other foreign market activities. The production should remain in
Germany as the exporting of goods to Japan yields only marginal additional unit costs.

Subsequent to this, it is advisable to establish a new subsidiary in Japan in order to take
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ownership of local operations. The Japanese office can be led by a country manager that is pre-
experienced in the market. Waterdrop can offer D2C sales through its own domestic website
and open up a flagship store to market its products and gain knowledge about the Japanese

consumer.

In order to set foot in Japan, Waterdrop is advised to form a limited liability company.
Furthermore, contractual agreements and partnerships for the set-up of warehouses and
domestic logistics are needed. The largest existing players in these fields promise smooth
delivery processes and also account for additional service requests by Japanese consumers.
Several cultural nuances must be incorporated in business dealings. In terms of financials,
though projections are difficult due a lack of data and uncertainty in demand, Waterdrop profits

from a lean cost structure and might reach profitability within the first two years of entry.

7.2 Limitations

Since mentioning and referring to previous research studies is the core of a literature review,
these prior studies serve as the theoretical basis for any analysis (Webster and Watson 2002).
However, due to the nature of this report exploring an international expansion plan for a young
start-up, there is a lack of previous studies on Waterdrop as a company specifically. Even
though the team managed to establish direct contact to Waterdrop via e-mail correspondence,
the insights hoped for were missing important details because of the company’s disclosure
guidelines. This refers especially to precise financial and cost related data, which was foremost
taken from sources that are publicly available. For this reason, it was partly necessary to rely
on plausible assumptions. Furthermore, there is a lack of own focused market research in the
form of primary research. Hence, numbers, figures and data might be slightly outdated, though
the most recent available sources were taken. Furthermore, the research mainly focused on
Waterdrop’s micro supplement offerings as to account for the company’s core product and also

to avoid exceeding the scope of this analysis.
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2. Quantitative country selection: Variables’ weighting

RELATIVE WEIGHT

CATEGORY VARIABLES COUNTRY
RANKING
0

Population Size total 288 Ojo

1 Market Size Population Size female, ages 25-50 1167 0/0

E-commerce Retail Value 0070

0,

Population Growth ég; sz

2 Market Growth Rate E-commerce Growth 2'50 %
GDP per Capita Growth '

Median Household Income 11.67 ZAJ

E-commerce Retail Value per Capita 4.00 0/0

3 Market Intensit GDP per Capita 200 0/0

’ Population Density 1.25 OAJ

Population in Cities > 1 million 1.25 0/0

Gini coefficient 1.67%

Ease of Doing Business 8.33 ;%)

4 | Market Receptivity Cost to Import, border compliance 2.50 0/0

Global Innovation Index 4.00 %

Individuals using the Internet 8.33 %

: Commercial Logistic Performance Index 2.50 %

Infrastructure Water consumption vs availability 2.50 %

Access to purified drinking water 11.67 %

Consumer Price Index 1.67 %

6 Standard of Living Human Development Index 2.00 %

Environmental Performance Index 2.00 %

Political Risk Rating 1.33 24

7 Country Risk Business Freedom 1.33 0/0

Economic Freedom Index 1.33%

3. Quantitative country selection: Final ranking

COUNTRY RANKING

1 South Korea
2 Japan
3. UAE
4 Hong Kong
5 China
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4. Financial projections for Waterdrop (Dipta Chopra)

Access entire excel sheet here.

WATERDROP FINANCIAL PROJECTIONS - |Year1 - |Year 2 - |Year3 ~
Projection from Year 1 through Year 3
Expenses Year1 Year 2 Year 3
Initial Investment € 17,472.00 € 30.00 € 30.00
Paid up capital € 6,942.00
Patent application in a foreign language € 153.00 -- --
Annual patent fee (1-3rd year) € 30.00 € 30.00 € 30.00
Registration tax € 417.00 @ -- --
Revenue tax stamp € 280.00 -- --
Corporate seal € 140.00  -- --
Security deposit for the Office € 9,050.00
Technology at stores (screens, POS etc.) € 460.00  -- --
Operating Expenses € 7,74,522.00 € 14,12,150.88 € 23,46,844.76
Rent for store (roughly 13 sq meters) € 11,520.00 € 11,520.00 € 11,520.00
Warehouse rent € 2,435.00 € 6,507.88 € 13,015.76
Office rent € 10,860.00 € 10,860.00 € 10,860.00
Utilities € 967.00 € 1,273.00 € 1,579.00
Office Salary € 1,27,800.00 € 1,27,800.00 € 1,27,800.00
Retail Salary e 51,120.00 '€  51,120.00 "€ 51,120.00
Warehouse pick and pack costs € 1,27,800.00 € 1,27,800.00 € 1,27,800.00
Vending Machines € 1,42,200.00 € 2,84,400.00 € 4,26,600.00
Marketing expenses € 2,94,630.00 € 7,85,680.00 € 15,71,360.00
Cost of importing € 5,190.00 € 5,190.00 € 5,190.00
TOTAL EXPENSES € 7,91,994.00 € 14,12,180.88 € 23,46,874.76
Revenue growth -- 167% 100%
D2C Sales € 5,15,602.50 € 13,74,940.00 € 27,49,880.00
No. of boxes 68747 183325 366651
Price including shipping (of one box) € 7.50 € 7.50 € 7.50
COGS € 5.63 € 5.63 € 5.63
Offline Sales € 2,20,972.50 € 5,89,260.00 € 11,78,520.00
No. of boxes 29463 78568 157136
Price including shipping (of one box) € 7.50 € 7.50 € 7.50
COGS € 5.63 € 5.63 € 5.63
TOTAL REVENUE € 7,36,575.00 € 19,64,200.00 € 39,28,400.00
PROFIT/ LOSS € -55,419.00 € 5,52,019.12 € 15,81,525.24
% MARGIN -7.52% 28.10% 40.26%
Total boxes sold 98210 261893 523787
Total *individual cubes sold 1178520 3142720 6285440
|
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https://novasbe365.sharepoint.com/:x:/s/Thesis743/EeMnQ8LaB-FIuWeLwDQjLqYB4HlpwAFgRu8bBSOhbXYcpw?e=9XRYYB

5. Mail correspondence with Waterdrop

Hi Finn,
ich habe gestern folgenden Input von unserem CEO erhalten:

Wir rechnen fiir Singapur mit nachstem Jahr mit Umséatzen von 1.5 Mio Singapur Dollar und im Jahr 2024 mit 4 Mio Singapur
Dollar. 80% der Umsatze werden voraussichtlich aus online Sales und 20% aus den eigenen Stores generiert.

Ich hoffe diese Infos helfen euch entsprechend weiter und wiinsche euch viel Erfolg weiterhin bei eurer Arbeit!

Schickt uns dann gerne die finale Version :-)

Liebe GriiRe
Julia
6 JULIATROSTER
PEOPLE & CULTURE MANAGER
DO Waterdrop Microdrink GmbH

waterdro p® Lok 1

m: +43 664 9191056
www.waterdrop.com
ATU70582489 | Firmenbuchnummer: FN 449685b

English translation:

‘Hi Finn,
I received the following input from our CEO yesterday:

We expect Singapore sales of 1.5 million Singapore dollars next year and 4 million Singapore dollars in 2024.
80% of the sales are expected to be generated from online sales and 20% from our own stores.

I hope this information helps you and I wish you continued success in your work!
Feel free to send us the final version :-)

Kind regards
Julia’
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NOVA SCHOOL OF
BUSINESS & ECONOMICS



	Executive Summary
	1 Waterdrop – the Company (Group part)
	1.1 Internal Situation Analysis
	1.2 External Industry Analysis
	1.2.1 Industry Overview
	1.2.2 Global Non-Alcoholic Beverage Industry
	1.2.3 Five-Forces Porter Analysis

	1.3 Brand Strategy
	1.3.1 D2C Brand - Special Retail Strategy
	1.3.2 Positioning

	1.4 Country-related Success Factors in the Home Market
	1.5 Motives and Readiness for Internationalization

	2 Market Selection (Group part)
	2.1 Quantitative Country Ranking
	2.2 Comparing Japan and South Korea as Go-To Markets
	2.2.1 Relation to the home market of Waterdrop
	2.2.2 Market Properties
	2.2.3 Politics
	2.2.4 Society
	2.2.5 Economy
	2.2.6 Internet Economy
	2.2.7 Market potential
	2.2.8 Sustainability

	2.3 Target Market Selection

	3 Target Market Analysis (Patrick Bantle)
	3.1 The Japanese Non-Alcoholic Beverage Market
	3.2 Competitive Landscape
	3.3 Most Prominent Sales and Distribution Channels in Retailing
	3.3.1 Supermarkets and Convenience Stores
	3.3.2 Vending Machines
	3.3.3 E-Commerce
	3.3.4 Flagship Stores
	3.3.5 The Increased Importance of Omnichannel

	3.4 Media Landscape
	3.4.1 Traditional Offline Media
	3.4.2 Digital Media Advertising
	3.4.3 The Role of Social Media
	3.4.4 Characteristics of Advertising in Japan


	4 Local Brand and Marketing Strategy (Finn Tristan Ronning)
	4.1 Segmentation
	4.1.1 High net worth Individuals
	4.1.2 Affluent Bubble Generation
	4.1.3 The Unlucky Generation
	4.1.4 Millennials
	4.1.5 Young consumers
	4.1.6 Senior consumers

	4.2 Targeting
	4.2.1 Mass Market Coverage
	4.2.2 The Importance to Integrate E-Targeting

	4.3 Positioning
	4.4 Marketing Tactics
	4.4.1 Product Adoptions
	4.4.2 Price Strategy
	4.4.3 Place: Rethinking the Store
	4.4.4 Promotion


	5 Entry Mode Strategy (Carl F. O. W. F. von Maltzahn)
	5.1 Identification and Definition of Different Entry Modes
	5.1.1 Exporting
	5.1.2 Licensing and Contract Manufacturing
	5.1.3 Strategic Alliances and Joint Ventures
	5.1.4 Foreign Direct Investments

	5.2 Entry Mode and Strategic Approach
	5.2.1 Internal and External Factors
	5.2.2 Desired Mode Characteristics and Entry Strategy


	6 Action plan (Dipta Chopra)
	6.1 Registration
	6.2 Warehousing and Delivery Logistics
	6.3 Hiring Decisions
	6.4 Business Relations and General Negotiations
	6.5 Financials

	7 Key Takeaways (Group part)
	7.1 Main Findings
	7.2 Limitations

	References
	Appendix

