
A Rising Star in the 
Emerging Market?

The Mothers market was established 

in November 1999 by the Tokyo Stock 

Exchange (TSE) to target venture 

companies with growth potential. The 

TSE Mothers Index was first calculated 

in September 2003. The Index peaked in 

January 16, 2006 at 2,800 points, but has 

since remained on a low tone for three 

years. One of the causes was the “Livedoor 

Shock,” but this was also the result of a 

strong sense of distrust towards emerging 

companies following this incident as well 

as their poor business performance. The 

Index fell to 269 points on October 10, 
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2008, which was under one-tenth of its 

peak value. Despite waning concerns 

about lower prices as of late, there is no 

change to the situation in which it is forced 

to hover within a record low range. 

In 2008, amid a significant decrease 

in the inflow of funds as a result of the 

credit crunch, the number of IPOs fell 

by about 60% year-on-year, and on top 

of that, the stocks of more than half of 

these companies dipped below their 

offering price upon listing. Amid such an 

environment surrounding the emerging 

market, the initial price of GREE, Inc. 

(hereafter, “GREE”), a company that 

was newly listed on December 17, 2008, 

rose more than 50% over its opening 

price when newly listed despite the 

present circumstances. It suddenly 

came to possess the largest market 

capitalization on the Mothers market and 

immediately achieved evaluation from 

the market. Some even say they expect 

this occurrence to become the key to 

the reexamination of emerging market 

corporations. 

GREE is an internet media company 

that operates “GREE,” a social networking 

service (SNS). The fundamentals of the 

Company are its solid profit performance 

and growth potential, and the high 

likelihood that it will attract much 

attention from the stock market for 

some time. 

GREE’s History and 
Business Model 
Characteristics: 
Gaining income through 
fee-based items for avatars 
and SNS-linked games

GREE was established in December 

2004 as part of a private hobby by 

Yoshikazu Tanaka (31), who was engaged 

in media business targeting individual 

customers at Rakuten, Inc. For two 

years after its establishment, its main 

business line was the provision of “GREE” 

services for personal computers. At the 

time, membership hardly grew and bleak 

conditions persisted. However, the turning 

point came in November 2006 through 

a business alliance with KDDI, which 

also invested in the Company, and GREE 

focused its efforts on mobile services. 
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Since then, the number of members and 

page views (PV) increased at a rapid 

pace. Currently, President Tanaka’s 

shareholding ratio is 62%, and KDDI is 

the third largest shareholder along with 

Recruit Co., Ltd. GREE had 79 employees 

as of the end of October 2008. At the 

time KDDI made their investment, the 

number of GREE members was only 

around 300,000 people, but membership 

rapidly grew to 7,160,000 people as of 

October 2008.

The company name GREE was derived 

from social psychologist Stanley Milgram’s 

“Six Degrees of Separation” hypothesis. 

His hypothesis contends that if you trace 

the connections between acquaintances, 

you will find that six connections are all that 

is necessary to link someone to everyone 

else in the world. The Company’s name 

sends a message that it would like to foster 

new interesting and convenient aspects 

and enjoyment from the Internet, which is 

typified by networks or communication.

The greatest characteristic of GREE’s 

business model is that it pursues a 

synergy through the merging of SNS 

with games. GREE is also currently 

showing the greatest growth among 

SNS-related companies and the net 

increase in membership is maintaining 

an ever-increasing trend (net increases 

in membership for rivals mixi and DeNA 

have already peaked). Profit is achieved 

through two categories: (1) media 

advertising income and (2) income from 

fee-based services. Business performance 

for the first quarter (July to September) 

of the fiscal period ending June 2009 

shows the former holding 30% of sales 

distribution and the latter constituting 70% 

of the sales mix. The leading growth factor 

is not media advertising income, but rather 

income from fee-based services, which 

are purchases made for charged items for 

avatars and social networking games. Of 

the income from fee-based services, about 

90% is income other than that earned from 

monthly charges.

Overview of 
the SNS Market and 
SNS Business Model 
in Japan:  
Domestic SNS market 
grew 1.7 times year-on-year 
in fiscal 2008 to over 50 
billion yen

The following is an explanation of SNS, 

GREE’s field of business, and conditions 

in the domestic SNS market. SNS is an 

abbreviation for Social Networking Service 

and refers to community-based websites 

whose purpose is to connect users with new 

acquaintances or friends. After creating 

a personal profile, various functions are 

available for users, such as a function that 

enables access to one’s uploaded photos, 

diaries, etc. to certain users only. The 

background to the development of SNS is 

a concept called the network theory. It is 

based on a model that consists of multiple 

vertices and lines that connect them and 

is a method for analyzing how best to 

transmit information between vertices or 

for analyzing the inherent nature of the 

model itself. It is a methodology that has 

produced a certain amount of results, not 

only in the field of information engineering, 

but also in the field of social science. 

Currently, most SNS services do not 

charge registration fees. The reason why 

there are no charges at registration is 

because the spread of SNS communication, 

which is supported by hobbies and 

preferences, is realized only once the 

prerequisite presence of various users is 

met. Its general profit model is such that 

the highest priority goal is increasing the 

number of registered users and active 

users, and transferring the PVs that are 

subsequently attained into economic value, 

which is to say it is a profit model centered 

on advertising income. In addition to the 

traditional banner advertisements, new 

types of advertisements are now appearing 

that focus attention on the community 

aspect of SNS, such as search engine 

marketing or advertisements that match 

preferred content. Recently, some services 

with charges unrelated to advertising 

have also appeared and are starting to 

bear some fruit, such as the establishment 

of music distribution platforms or the 

setting of avatars and usage of tools, etc. 

GREE is a representative example of such 

phenomena. Tool-usage fees of companies 

like the Korean SNS company Cyworld 

now surpass advertising income. 

Now, how big is the social networking 

market in Japan? According to research 

on major domestic SNS websites (mixi, 

Mobage-town, GREE, MySpace, Cafesta, 

Yahoo!Days, etc.) conducted by the 

Internet Media Research Institute, the 

market size in fiscal 2005 was 1.2 billion 



yen, roughly 9 billion yen in 2006, and just 

under 30 billion yen in fiscal 2007. They 

forecast that in fiscal 2008 the market is 

very likely to grow 1.7 times and exceed 50 

billion yen. As of 2007, it was said that the 

number of domestic SNS websites easily 

exceeded 100, but as for major websites, 

mixi, GREE, Yahoo!Days, Rakuten Links 

and frepa are generally cited.

Incidentally, it is said that more than 

1,000 websites exist in the U.S., the 

birthplace of SNS. Major players in the 

field that are popular include MySpace, 

YouTube, Friendster, Multiply, Facebook, 

Flicker, Orkut and Bebo.

Comparison Between 
GREE and Other 
Companies in the 
Industry: 
The increasing number of 
GREE members is taking 
momentum away from 
other companies

When GREE listed on the exchange, 

two companies were raised as similar 

companies: mixi and DeNA. As for mixi, 

on November 1997, President Kasahara 

began operations for an IT job search 

information website and began operating 

the SNS “mixi” from February 2004. 

On September 2006, mixi then listed on 

TSE Mothers and the number of users 

reached 15,680,000 people as of the end of 

September 2008. It is still attracting traffic 

on the Internet, including mobiles, and is 

the largest SNS in Japan. As of September 

2008, the number of PVs through personal 

computers increased to 4.99 billion (4.81 

billion PVs as of the end of June) and to 

9.78 billion PVs through mobiles (8.85 

billion PVs as of the end of June). 

DeNA was established in March 1999 

by Tomoko Namba, who used to work in 

management consulting at McKinsey & 

Co., with the aim of planning and operating 

an auction website on the Internet. In 

February 2006, Mobage-town, the SNS 

service specialized for mobile phone 

users, became a huge hit as a website and 

its performance has grown rapidly. The 

number of members reached 11,640,000 

people as of the end of September 2008 

and it maintains a high level of monthly 

PVs at around 15 billion.

When mixi listed on the exchange, 

GREE’s membership was just over 

300,000 people and conditions were such 

that an increase in membership had 

seemed to stop. Therefore, some viewed 

it possible that GREE would disappear in 

the near future. However, forecasts were 

proven completely wrong and in the past 

year, services for mobiles increased at a 

phenomenal rate and are growing at such 

a tremendously fast pace that they may 

even be taking momentum away from 

DeNA’s Mobage-town. Currently, GREE 

membership has grown rapidly to just 

under 7.2 million people as of October 

2008, and GREE’s current momentum 

is beyond comparison with these two 

companies. GREE also differs greatly from 

mixi, which depends only on advertising 

income, in that it simultaneously developed 

B2C (business-to-consumer) operations, 
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such as income from charged fees, whose 

profit performance is excellent.

Short-term Business 
Performance and 
Medium-term Outlook 
for GREE as well as 
Business Risk: 
Indicating tremendous 
growth amid Internet 
market stagnation, yet user 
boredom is its greatest risk

GREE’s recent business performance 

is showing phenomenal growth. Against 

the results of the previous fiscal year 

(fiscal period ending June 2008), which 

recorded 2.94 billion yen in sales and 1.05 

billion yen in operating profit, results for 

the first quarter of this fiscal year have 

already reached 1.98 billion yen in sales 

and 1.4 billion yen in operating profit, 

which surpasses last year’s profit. The 

profit margin for the first quarter has 

reached 70.5%. The growth rate of first 

quarter results shows income increasing 

by 50% quarter-on-quarter, operating profit 

increasing 8.6 times quarter-on-quarter, 

sales rising 7.8 times year-on-year and 

operating profit growing 13.7 times year-

on-year. In addition to the steady growth of 

advertising income from companies based 

on the stock of members accumulated over 

the past, income from charges through 

purchases of fee-based items from the 

lineup of various services is significantly 
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increasing.

For the medium term, the Company 

plans to focus its efforts not in the area 

of Internet advertising for personal 

computers, but rather in mobile 

advertisements. For the fee-based 

business, the Company intends to 

enhance its lineup of SNS-linked games 

or items and aims to differentiate itself 

from other companies in the industry in 

the area of service development capacity, 

the Company’s forte, and through self-

manufacturing. Over the short term, since 

the macro environment in the advertising 

business is not favorable, the momentum 

of the business for fee-based services 

looks to build even further.

Recently, the topic most discussed 

in the emerging market is the trend of 

Internet advertising. A U.S. research firm 

recently announced that in 2009, the size 

of the U.S. Internet advertising market 

will grow less than 10%, or a mere 9% from 

that of 2008, to 25.7 billion dollars. This 

is a significant downward revision from 

the 15% increase announced in August 

and indicates that the global economic 

and financial crisis is starting to have a 

profound negative effect on advertising 

demand as well. Even within Japan, 

growth in the Internet advertising market, 

which was forecast to remain in the double 

digits, is showing a significant slowdown 

and Internet advertising companies all 

announced downward revisions to their 

initial forecasts. This was the case not 

only in the Internet advertising industry, 

but the effects are starting to show at 

companies that generate profits by posting 

advertisements on their own websites as 

well. 

DeNA, GREE’s rival, also announced 

its first downward revision to its initial 

forecast since listing. This was due to the 

fact that the sales income from avatar-

related content in their mainstay product 

Mobage-town decreased and is greatly 

suppressing profit. Such revenue streams 

as pay-per-click advertising, which DeNA 

also operates, have decreased for the past 

three quarters, indicating that past growth 

expectations have started to show signs of 

halting.

Although mixi did not revise its 

business plan, it greatly eased standards 

for using its SNS websites in response 

to weak growth in membership. It will 

change from an invite-only system to a 

registration system and is planning to 

lower its minimum age requirement. mixi 

has clearly expressed its policy of aiming 

to increase advertising income by opening 

its doors to membership, which would 

increase the number of PVs. It seems 

that mixi is facing an extremely difficult 

financial situation due to its reliance on 

only advertising income.

GREE President Tanaka emphasizes 

that the greatest strength of the 

Company’s business model is its service 

development capacity and the fact that 

it has internalized it into a “black box.” 

Furthermore, he comments that entry 

barriers to its SNS services are extremely 

high and that entrants cannot catch up 

quickly. However, in terms of service 

content, many areas seem to be simply a 

competition of ideas, and GREE has no 

technical advantage whatsoever over mixi 

and other players. From the standpoint 

of Internet technology, there is even an 

impression that they are competing based 

only on outdated technology. Even so, the 

Company seems to possess a variety of 

expertise concerning operations of fee-

based games or items linked to SNS and 

that these are realizing high profitability.

A point of caution is that, with this 

type of business, there is always the risk 

that users will get bored. One needs to 

continuously provide services that users 

can enjoy. If not, within three years they 

will most likely face a lag in profit growth.

The most recent quarterly earnings 

showed tremendous growth. However, a 

point that deserves careful observation is 

that profit margins vary greatly depending 

on how advertisement costs are managed, 

and that it is possible that profits will 

become significantly disproportionate. 

The recent margin is in a sense too good 

to be true. However, even if we disregard 

this, the Company’s profit momentum is 

currently the highest among existing SNS 

corporations.

Currently, their market capitalization 

is over 100 billion yen. For this fiscal year’s 

performance forecast, sales is projected 

at 9.9 billion yen, operating profit at 5.9 

billion yen and final profit at 3.2 billion 

yen, but it is highly likely that the results 

will be greater still, due to recent business 

performance as well as the upward trend in 

membership and PVs. The resulting profit 

margin depends on how advertisement 

costs are managed. However, their current 

stock valuation is undervalued compared 

to mixi, whose decelerating growth is 

conspicuous, and GREE’s stock price may 

even further increase in value.
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