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Welcome to our overview of the Britt Technology Impact Series (BTIS)
on this year’s theme of Mobile Strategy: Technology, Entertainment and
Innovation. The series is a set of events offered by the Center for Digital
Strategies for the benefit of the students, faculty, staff and other members
of the Tuck School of Business and broader Dartmouth community. The
series focuses on a particular theme each year, with the goal of bringing
the business and personal implications of a set of technologies to life in

a dynamic way.

The series is made possible by a generous donation from Tuck and
Dartmouth alum Glenn Britt, CEO and Chairman of Time Warner
Cable. In giving the gift, Glenn stated, “The role of business people is
to understand the possibilities created by new technologies, recognize
unmet consumer or business needs they could fulfill, and determine if
the new technology and the customer needs can be put together in a busi-
ness model that makes sense.” We strive each year to ensure that the
Britt Series highlights relevant aspects of a set of technologies, examines
current business models and illustrates how consumers’ needs are being

met in the topic area.

We again hosted a great group of executives at Tuck this past year as part
of this series on “mobile”—what a year to focus on this topic! Each of
them brought his or her own unique perspective on “mobile” to the com-
munity, painting a picture of a dynamic and multidimensional space that
is developing at a breathtaking pace. We hope that this summary of key
learnings from the year’s events provides you with a better understanding
of the dynamics and challenges facing the telecommunications industry
(but materially affecting so many others), as well as the changes in how

people are using new mobile capabilities every day.

Hans Brechbiihl

Executive Director

Center for Digital Strategies

Tuck School of Business at Dartmouth
June 2010



Mobile is more than voice

The world’s love affair with mobile devices and services is grow-
ing at an incredible pace. Although experts have been predicting
a mobile revolution for years, it is only now becoming real with
the emergence of new devices and technologies capable of pro-
viding more engaging, media-rich experiences virtually anytime

and anywhere.

Taking into account both traditional and smartphone connections, mobile
phone penetration worldwide has quadrupled since 2002, with the International
Telecommunication Union (ITU) reporting 4.6 billion global mobile subscriptions
at the end of 2009, or a 67% penetration rate. Simultaneously, mobile phone pen-

etration in developed markets approaches or even exceeds 100%.

But only recently has the bar has been raised when it comes to the mobile user
experience. Today, “smarter” phones and faster networks create a new kind of user
experience, combining the convenience of everywhere connectivity with the capa-
bility of doing things only possible previously while tethered to a desktop PC or
laptop. Projections for emerging markets are particularly compelling, where in the
absence of existing infrastructure, huge numbers of people could bypass so-called

old technologies altogether.

Despite overall penetration rates, U.S. smartphone adoption is still only a phenom-
enon among relatively small numbers of early tech adopters. According to comScore,
only about 19% of U.S. mobile phone subscribers owned smartphones at the end
of February 2010. However, dramatic smartphone market growth is expected in the
U.S. based on a 72% quarter-over-quarter growth rate from 15 million subscribers

in 2008 to 26 million in 2009 and projections from Nielson indicating that more

than 50% of people in the U.S. will be carrying a smartphone by 2012. This dramatic

increase in device sales and the resulting explosive mobile data usage signals a fun-

damental change. Mobile is no longer just about voice.

According to Mike Abramsky of RBC Capital Markets, this “perfect storm” driving

smartphone adoption is due to:

» Powerful, iconic smartphones like the Apple iPhone

» Rising demand for mobile email and mobile browsing, multimedia messaging

(photo, video, etc.), mobile music, social networking, location-based services, etc.

» Momentum of mobile applications platforms and proliferation of third-party

mobile applications

» Increasing buyer interest in customization (third-party applications, games,

software, etc.)
» More affordable handset/data plan pricing trends globally
» Faster 3G networks and carrier focus on data
» Device convergence (GPS, music, camera, game console, media player, etc.)

» Mobilization of business

The convergence of PC computing power, accelerated investment in infrastructure,
and revolutionary innovation of the user interface have set the stage for significant
paradigm shifts both within traditionally fixed line industries and beyond. In the
pages that follow, we take a closer look at the current opportunities and challenges
from multiple industry vantage points offered by top executives who, during their
visit to Tuck, shared their perspectives on how innovation of mobile technology and

changing data consumption patterns are transforming the way people do business.

We have divided our research, presentations and interviews into three themes, focus-
ing on the impact of the changing mobile landscape on: infrastructure delivery;
value chain of content generation and distribution; and mobile as a channel to reach

the customer.

www.tuck.dartmouth.edu/digitalstrategies
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Mobile network operators and handset manufacturers have long
occupied very powerful positions, controlling most elements of the

value chain. But times are changing.

As Yankee Group CEO Emily Nagle Green stated, “The mobile space is going from
a closed ecosystem where an enormous amount of control was exercised by mobile
network operators and to a lesser degree handset manufacturers, to a much more
open world that looks more like the internet—Dbecause, in fact, it is the internet. It's
amobile internet that also happens to facilitate phone calls.” A combination of tech-
nological advances and consumer demand are driving the changes. Faster networks,
increased data usage and device convergence are all transforming the competitive
landscape, introducing new players and forcing incumbents to rethink old business

models in order to profit from the opportunities and remain relevant to consumers.

The march to convergence between the PC and the mobile phone may seem inev-
itable, however many relatively independent steps in innovation have made the
smartphone possible. In 1999, massive infrastructure investment began as opera-
tors upgraded networks from 2G to 3G and voice service became available via voice
over internet protocol (VOIP). Simultaneously, computers were enabled with Wi-Fi,
allowing for internet connectivity without wires. In 2007, when the iPhone was

introduced the smartphone revolution had begun.

Today, the resulting convergence of the IT and telecommunications worlds is drasti-
cally changing the game. As Mary McDowell, EVP and Chief Development Officer,
Nokia explained, for incumbents in the traditional value chain, it means transitioning
from a more vertical orientation, characterized by well-documented processes and
orderly relationships with a known set of partners, to something altogether different.
Although exciting and full of opportunity, it makes decision-making much more

difficult and the results much less predictable.

.. business iS Shl:ﬁing The industry is also changing in other
ﬁ oM G 10 i ce b Uus i ness significant ways. “The first key message

, about how the industry is changing is
to a data business.

that the business is shifting from a voice
business to a data business,” said Terry
Kramer, Regional President, Vodafone Americas. In March of 2010, analyst Chetan
Sharma reported that data traffic in 2009 (referring to all the digital data services

people access through a mobile phone, excluding voice calls) exceeded voice traffic

New Devices Driving Higher Mobile Data Consumption
5ox Mobile data traffic increase in past three years

5,000 —
4,000 —
(4
25
3,000 O/o.\“de
xS
2,000
1,000 H
l_||l_|||_||’_|||_|||_|||_||ﬂ| 1 1 1 1

o
CQ2:06 CQ4:06 CQ2:07 CQ4o07 CQ2:08 CQ4:08 CQ2:09

Source: AT&T

for the whole calendar year—a first in the history of the U.S. wireless industry. With
almost 400 terabytes of data traffic, data exceeded voice traffic by a significant mar-
gin, and the ratio is expected to double in 2010. However, revenue from data services
grew at only 24% over the same period and is expected to grow just 20% in 2010. The
bulk of this data growth comes from smartphones. Although smartphones currently
account for only about 19% of total mobile phone users in the U.S., Nielson reports
that they still account for about 50% of all mobile web users. And with the massive
upgrade cycle predicted, the resulting growth of data consumption will continue to

be dramatic, making network planning much more complex.

This explosive growth in data consumption beyond voice presents many challenges
for mobile network operators. High data usage concentrated among smartphone
users coupled with uneven consumption patterns among those same users poses
an immediate challenge to more effectively monetizing data traffic while limiting
the impact on operator networks. As Dan York, EVP of Content, AT&T emphasized,
“Data consumption of iPhone users is ten times that of other smartphone users.”
This is of particular concern to AT&T, who has been the exclusive U.S. carrier for the
iPhone since 2007. Similarly, Terry Kramer pointed out that the top 1% of Vodafone

users in their Northern European businesses use about 30% of network capacity.

The shift in data consumption patterns has left operators scrambling to find new
monetization models to alleviate growing pressure on their networks and address
the disproportionate relationship between data traffic and revenues, and in January,
our visiting executives signaled inevitable changes to the existing business model.
“Unfortunately, the precedent was set on the fixed side of the business,” said Kramer,
referring to the current precedent of all-you-can eat data plans, in which consumers

pay a flat rate and consume as much data that they want. This traditional model does



not address the disproportionate relationship between data traffic and revenues, and
in January our visiting executives signaled inevitable changes. Indeed, in March
2010, AT&T annouced data cap billing on the iPhone and iPad. It’s a tiered pricing
at $15 for 250Mbps and $25 for 2Gbps (with $10 for overages). This new plan will
be offered to new customers, but current customers will be able to keep their all-

you-can-eat plans if they prefer.

Mark Lowenstein, Managing Director, Mobile Ecosystem, thinks the industry will
need to be more creative moving forward with the evolution of wireless data pricing
to meet consumer demand and retain customers. He cautioned against metered
pricing, favoring bucket plans instead (in which consumers would pay x dollars
for x megabytes of data), with a tiered structure and safeguards built in to avoid
consumer backlash over excessive overage charges. His other suggestions included
better accommodations for the growing numbers of groups and individuals with
multiple connected devices, and greater flexibility to accommodate a more price-
sensitive consumer. In March, both Verizon and AT&T indicated that the days of
all-you-can-eat data plans were numbered, and indeed in early June, AT&T was first
to announce it would start offering differentiated data plans.

7~ N

Extensive upgrades are also needed to address critical network capacity issues.
Forecasts from Coda Research estimate that if network capacity were frozen today,
networks would reach 100% utilization at peak capacity by 2012. Terry Kramer
explained that operators’ ability to carry out the necessary expansion also hinges
on some factors outside their control, like regulatory reform, which can impact
both operators’ ability to differentiate service levels and pricing and the allocation

of additional spectrum needed for expansion.

In the U.S., the FCC determines the allocation of broadband and broadcast spec-
trum. This ability to shuffle and reshuffle spectrum has significant impacts on those

industries that operate in a world where spectrum is such an important prerequisite

Terry Kramer (left), Vodafone Americas and Kevin Bradshaw, Buzzd.

for continued growth. In May of 2010 the FCC made public their intentions for the
possible spectrum overhaul asking congress to give the FCC the authority to provide
incentives and disincentives for the broadcast spectrum holders to relinquish some

of their spectrum to broadband spectrum holders.

This proposal by the FCC provides significant support for the broadband license
holders who would enjoy “a pay-off between $500 billion and $1.2 trillion in cost
savings, increased usage for existing wireless services, and new services that can’t be
offered without abundant spectrum,” says economist Coleman Bazelon. Ongoing
Dbattles are expected and broadcasters in particular have made it clear that they won’t

relinquish any of their spectrum without a fight.

Regulatory decisions on net neutrality are also expected to shape not only operator
business models but also define the value of the internet as an inherent right versus
a commodity to be paid for. Bloomberg Businessweek reports that in 2008 the FCC
censured Comcast for blocking subscribers using software (requiring large amounts
of bandwidth) often used to view videos, a decision hailed by consumer groups as a
step toward keeping Web traffic free of obstruction from corporations. Comcast said
it delayed some file transfers to alleviate network congestion. In a recent ruling, the
courts favored Comcast to the frustration of companies like Google, Amazon and
eBay who argue that the internet should remain free and open.

7~ N

Handset manufacturers are also feelingthe (S 15 now part
impact of a changing mobile ecosystem, as . .

mobile data prol?ferition has brought the Of th’e Cntena“fb r
importance of the mobile operating system Ch OOSlng a d@VlC@.
(OS) to the forefront. Whereas in the past, there

were less OS choices and the differences between them were less clear, today’s more
sophisticated user base distinguishes between them and is expressing preferences,

making the OS part of the criteria for choosing a device. The result for handset

manufacturers is additional layers of complexity in the development process.

As Nokia’s Mary McDowell explained, “Our device manufacturing process is very
well tuned to huge volumes and a lot of geographic and operator variations. But
it also means that the software on the phone is much more dynamic, which has
required new controls to ensure that the system continues to work smoothly.” This
is especially relevant in today’s environment of multiple and competing operating

systems, which vary both within and across markets.

So just how is the current environment of multiple operating systems impacting
the business strategy of key players? Google has determined it will define the eco-

system by playing with new rules. Unlike Apple’s walled garden approach, Google

T
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Emily Green (left), Yankee Group and Mark VandenBrink, Samsung Telecommunications America.

is incentivizing operators and handset makers to opt for Android-supported devices
by making Android’s source code available without licensing fees and by sharing
revenue made through advertising and search—an aggressive strategy to capture

scale in an extremely competitive environment.

But until definitive winners emerge in the fight for OS market share, top hand-
set manufacturers seem likely to continue offering consumers the full range of
options available. As Mark VandenBrink, VP of Technology Solutions, Samsung
Telecommunications America said, “If you look out two years from now, there will
be fewer operating systems that are important out there, but until the consumer
makes that determination, we need to present all available choices.”

7~ N

Perhaps the most distinguishing characteristic of the U.S. mobile industry—and one
that may be ripe for change—is the way consumers purchase mobile devices and
services. Under the current U.S. model, handsets are largely provided and controlled
by a mobile network operator. Most phones are “locked,” which means that when you
want to switch networks, you have to get a new phone. Despite the breadth of choices
operators offer, U.S. consumers still run the risk of not getting the combination of
phone and operator they want. AT&T’s exclusive offering of Apple’s iPhone is the
most notable example, although recent announcements that Apple is developing a

new iPhone compatible with other network technologies could soon change this.

The situation is different in other parts of the world. In Europe, for instance, consum-
ers also have the option to buy “unlocked” phones directly from handset manufactur-
ers’ retail locations that they can load with applications from a variety of developers.
When they buy an unlocked phone, the choice of operator is up to them. And because
the devices aren’t connected to any one operator, consumers are free to take their

device with them when they switch operators.

in Ord er to driV e Barry West, Strategic Advisor to Clearwire,
. explained that the U.S. model is left over
adoption, operators
had to subsidize
device costs.

from the early days of mobile, when devices
were far too expensive for the general public
to afford. In order to drive adoption, opera-

tors had to subsidize device costs and sell

multi-year service contracts to recoup their investment. Today, even though device
costs have gone down dramatically, the model has persisted. But in light of an increas-
ingly demanding consumer, some people are wondering whether this model will

ever change.

Google’s recent direct-to-consumer attempt with its Nexus One phone is one indi-
cation that demand for this option is simply not there yet. The significantly higher
upfront cost of unsubsidized handsets is one disincentive, particularly in an environ-
ment like the U.S. where consumers have long been accustomed to lower device
costs. Google’s sales model for the Nexus One hoped to bypass the networks and
sell phones directly to customers online. But the experiment proved short-lived, as
Google recently announced that it would be ending its online sales of the device.
Along with the sticker shock of having to pay full price for the device at $529, lack

of adequate technical support was also cited as a major problem.

Samsung’s Mark VandenBrink thinks we could eventually see more handset manu-
facturers going direct-to-consumer in the U.S., but lack of standardization of network
technologies is one reason why it hasn’t happened sooner. “Part of the complication,”
said VandenBrink, “is that there are two different cellular technologies in the U.S.,
and devices aren’t compatible across that.” The vast majority of operators worldwide,
including AT&T, use GSM technology, whereas Verizon Wireless, Sprint Nextel, and
a handful of operators in countries including Korea and Japan use CDMA technol-
ogy. “When the next generation of network technology is rolled out on a large scale,
these two technologies could merge, but that’s probably still several years away,” said
VandenBrink. “At that point, consumers should be able to buy a phone that works
on any of the networks in the U.S.”

This next generation technology will be a mix of LTE and WiMAX. Long Term
Evolution (LTE), a 4G radio technology is projected to increase network speed to
1Gbps and will allow GSM and CDMA networks to coexist simultaneously. L'TE
currently has the support of most operators around the world including MetroPCS

and Verizon in the U.S.

Although momentum is behind LTE as the preferred next generation mobile solu-

tion, it is not the only technology showing promise. WiMAX, a 4G microwave tech-

nology that enables fixed and mobile internet access, is also seen as a solution for

11
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“last mile” connectivity for cable and DSL providers. It is also projected to meet
network speeds of 1Gbps and has a few years advantage over LTE in terms of the
development cycle. Clearwire, with strategic investors including Intel Capital, Sprint,
Google, Comcast and Time Warner Cable—not to mention significant spectrum

holdings—backed WiMAX as their early technology of choice.

Although LTE and WiMAX are often pitted against one another in an environment
requiring standardization to meet increasing demand of speed and flexibility from
consumers, Barry West, Strategic Advisor to Clearwire, doesn't see this as a straight-
forward technology war. “WiMAX and LTE are fundamentally the same at the tech-
nology level, making it possible for them to merge further down the line,” said West.
“At the end of the day, the customer doesn’t care whether it's WiMAX or LTE—they

want a quality broadband experience.”

] o Amidst the significant chal-
Capitalizing on the &
p g lenges facing the indus-

opportunities is & Matter of 1, our visiting exccutives
determining where value
exists and identifying a white °f e emendous opportu-

nities that exist for those who
space that needs to be filled.

reminded us not to lose sight

can identify and deliver inno-
vative services addressing
specific needs. “Capitalizing on the opportunities is a matter of determining where
value exists and identifying a white space that needs to be filled,” said FusionOne’s
Mike Mulica. For FusionOne, handset transfer represents a huge opportunity to facil-
itate the seamless transfer of data from old phones to new phones globally as users
upgrade their phones in greater numbers and with increasing frequency. It serves
a utilitarian purpose that Mulica believes consumers will be willing to pay for. Tuck
alum Perry LaForge, Founder and Executive Director of the CDMA Development
Group, also elaborated on some interesting opportunities on the infrastructure side,
indicating that techniques such as smaller cell sites and different ways of carrying
traffic off of operator networks need to be developed. “There are already some activi-

ties taking place in the venture community in these areas, which could be very hot

areas for investment,” said LaForge.

Partnerships are key

As the mobile industry shifts from a voice to a data business,
competitive differentiation will increasingly depend on how well
the industry can meet increasing consumer demands for the con-
tent they want. While reliable infrastructure is a critical enabler,
changing consumption patterns indicate that consumer attention
is increasingly focused on content and services rather than infra-

structure and basic connectivity.

The distribution of mobile content today is primarily characterized by two different
approaches: the app and the browser. With apps, content is distributed through a
series of vertical application “storefronts” where people can search for and down-
load content for free or at a cost. The browser, on the other hand, provides a portal
to content that lives on the internet where consumers can also access free or paid
content, either through the traditional internet or websites adapted specifically for the
mobile platform. Although an app might also provide access to a mobile website, it

stands alone within an app store environment and lives permanently on the device.

The app is currently the dominant model for accessing content on mobile devices.
Although others before have attempted the app store approach, the game changer
for smartphones came with the success of Apple’s app store introduced in July
2008. With a focus on crafting a truly enjoyable user experience, they were the
first to deliver mobile content and services in a completely novel way, combining a
developer-friendly app platform with a consumer-friendly way to browse, purchase

and download apps.

In less than two years, Apple fundamentally changed the business drivers for handset
manufacturers, and operators have had to change the capabilities of devices and
expand bandwidth capability to accommodate the explosive growth of app consump-
tion across all devices. Yankee Group research reports that every major smartphone
OS provider now offers an online store for mobile apps, and the number of apps
offered increases daily. When the iPhone app store was launched in 2008, there
were 500 apps available. As of April 2010, Apple reported 185,000+ apps available,

with a total of 4+ billion apps downloaded.

Free apps have been dominant to date, but Yankee Group reports that paid downloads
are also becoming popular, with almost a third of downloaded apps paid, up from
18% in 2009. With the average prices of paid apps also rising, they predict that U.S.
mobile apps will generate nearly $1.6 billion in revenue in 2010—that’s more than

twice the amount of their previous forecast.

www.tuck.dartmouth.edu/digitalstrategies
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Consumers download gaming, search and social network apps the most

Games Search apps Banking IM-ing Shopping News Location Social
66% 64% 40% 46% 26% 43% 28% 59%

Source: Yankee Group’s Anywhere Consumer 2009 U.S. Survey Suite, Wave 1-12
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While Apple iPhone owners and AT&T subscribers download more apps than any-
one else (due in part to Apple’s early mover advantage and AT&T’s three year-old
exclusive deal with Apple to carry iPhones), Google’s Android platform is quickly
gaining ground, fueled by the increasing number of devices running the platform. In
terms of app store growth, mobile search company Taptu reported that the Android
store is seeing the greatest growth, with total apps offered at approximately 377,000 as
of April 2010. Although this total pales in comparison to the number of apps Apple
offers, it does represent an annual growth rate of 403%, compared to Apple’s 144%.
In addition, market research firm NPD reported in March 2010 that Android-based
smartphones outsold the iPhone in the U.S. for the first time. RIM (Research in
Motion) still outsold both, with Blackberry being the preferred device choice among

business users.

The app store explosion is driving growth in Wo rl dWi d em Obil e
the mobile gaming market specifically, with . .
Gartner research estimating that about 80% gamtng revenues WLll
of all consumer app downloads are mobile 6x666d $ 5 . 6 b illion
games. Although up to 70% of all game in 2010...
downloads are free, worldwide mobile gam-

ing revenues will exceed $5.6 billion in 2010 and will nearly double by 2014. Gartner
attributes the growing popularity to increasing demands from emerging markets,

where alternative gaming media options are scarce and where micro-transactions

like free or low-cost games appeal to groups with limited disposable income.

Despite the success of app stores, industry experts are questioning how long the
growth will last and whether the app or the browser will represent the future of
mobile content. According to some industry thought leaders, mobile apps currently
dominate the content landscape partly because they are better adapted to the mobile
device. But for developers, the fragmentation of software platforms, and specifically
the fact that there is no “write it once and run it anywhere” solution to app develop-
ment, poses problems. According Kevin Bradshaw, CEO of Buzzd, what makes a
digital platform worth trying to innovate on is how it’s bundled. “I look for the ability
of a company to aggregate enough of the different concepts required to give me a

platform that enough people have for me to make a profit,” said Bradshaw.

The Wholesale Applications Community (WAC) recently announced an initiative
to create a simpler, more profitable way for developers to distribute their apps to
app stores at the Mobile World Congress in Barcelona. WAC comprises 24 global
mobile network operators, plus device makers LG, Samsung and Sony Ericsson, who
announced that their platform will be live on several networks by February 2011.
But details of how they will achieve this ambitious goal are less clear, and business
models they will offer to participating companies haven't yet been finalized, leaving

many to question whether or not this initiative will get off the ground.
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As more people upgrade to smartphones, the audience may well be there, but the
explosive growth of apps leads to other concerns over discoverability. In other words,
how does an app get discovered in the sea of 185,000+ apps through which users
must search to find it? The long-term usability of apps has also been called into
question. According to Ben Kunz’s March 2010 article in Adweek, a recent study by
Pinch Media of 30 million app downloads found that only 20% of people continue
to use a given smartphone application after 24 hours, and only 1% of users went

back after go days.

Jason Spero, VP of Marketing, Admob, the world’s leading mobile advertising mar-
ketplace, thinks the app and the browser are likely to coexist for awhile. Admob’s
strong position in the market caught the attention of Google, whose bid to acquire

them for $7750 million recently

... you will continue to see
a combination of native
apps and web apps . . .

won the blessing of antitrust
authorities. According to Spero,
“In the short-to-medium run and
even the long run, I think that
you will continue to see a combination of native apps and web apps, and I think they’ll
be highly complementary.” Despite this, Spero thinks that browser-based solutions
are ultimately the right way to address things, because it’s better for developers.
“In the long run,” said Spero, “we think that HTML; represents a very compelling

standard as a browser-based solution.”

Taptu also released a report in February 2010 suggesting that the future of the
mobile Web is likely to be dominated by cross-platform browser-based sites rather
than apps built specifically for certain platforms, and other experts agree that the
app explosion is unlikely to go on indefinitely. Yankee Group’s Director of Consumer
Anywhere Research Carl Howe said that while apps fill a necessary role today, dra-
matic improvements in network connectivity over the next five years will cause
developers to question the need to develop apps for six or more different smartphone
platforms, prompting a move toward more Web-based solutions that can work well

on any platform with a full-featured Web browser.

Whether it’s the app or the browser that dominates, content providers need to under-
stand the kinds of content users like and figure out how to get it to them in a way that
enables the continued production of quality content within a sustainable business
model. This can be challenging in such a dynamic environment where the value

chain is rapidly changing and expanding, making relationships much more complex.

The opportunity and the challenge for mobile content players is to meet the demands
of consumers in the midst of much uncertainty. How do you meet the content

demands of consumers across multiple platforms and devices in the absence of

Online activities are gaining attention, traditional media are losing it
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standardization? How do you get your content to the consumer when there isn’t
necessarily a clear vehicle for getting it onto devices? What can you do if you don’t
own the spectrum or the distribution channels? How does it work if you don’t control
the software or the networks to

enable content delivery? The

fundamental paradigm it SPfE involves the necessity to
create partnerships . . .

involves the necessity to create
partnerships in an ecosystem
that originally did not require them, and that was not built to support them. As
quickly as consumer demands are changing, companies are re-crafting business
models that will work in this expanded ecosystem, trying to land on something

sustainable.

Many companies are rethinking their strategies and restructuring themselves in a
collapsed timeframe as a result of consumers’ shifting data consumption patterns,
and the changes go beyond mere business model reconfiguration. ESPN, for exam-
ple, experimented for a short time as a MVNO (mobile virtual network operator), but
has since reverted to more of a pure distribution model. Qualcomm is positioning
itself to capture a share of the profitable content market with FLO-TV by inventing

awhole new business that facilitates the delivery of high-quality content on mobile.

When it comes to programming effectively for different platforms, ESPN and Disney
are among the most forward-thinking content producers, recognizing the value of
the mobile platform to their audiences about six years ago and attempting to reach
that audience ever since. In the process, they've learned a lot about what works well

in mobile TV content and how to tailor that content for specific platforms.

The fundamental paradigm |
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Jonathan Barzilay (left), FLO TV; Matt Murphy, ESPN; Dan York, AT&T; Professor Alva Taylor.

But when it comes to distribution of premium content on mobile, monetization
remains a key challenge. While a number of business models are currently in use,

the industry has yet to settle on a model that works for everyone.

The subscription model is one option, offering the consumer paid access to a specific
body of content on a device. Bundled subscriptions offer access to a body of content
across multiple platforms. The a la carte model gives people the option of choosing
and paying individually for chosen content to be delivered to a specific device, such
as individual songs, books, TV episodes and movies. This might involve electronic
sell-through, where consumers own the downloaded content after purchase. Or it
could also be some kind of subscription model, where consumers purchase access
to a specific channel offering the content they want. Ad-supported models allow
consumers to access content either for free at a lower cost than they might pay in an
a la carte or subscription model, because they are willing to accept ads in exchange
for content. And there’s also free content, which consumers may get simply in return

for paying for a mobile phone.

Business models currently vary, depending on the nature of the content and models
in use for the distribution of that same content across other platforms. Buzzd, for
example, uses an ad-supported model to provide its services free to the consumer.
Though research indicates that people tend to tolerate mobile ads better in return
for free content, mobile advertising is still in its infancy and has yet to prove itself
profitable in the mobile space on a large scale. But the ad-supported model currently
works well for a company like Buzzd, largely due to the nature of the location-based
service it provides, which essentially involves advertising things that are going on
at particular venues. As Buzzd’s Bradshaw explained, this allows them to present

advertising “in a very subtle, highly contextual way.”

But the “value of content” debate plays out differently for those involved in the gen-
eration and distribution of premium content, such as television. As AT&T’s Dan
York explained, “There are myriad business structures around what consumers pay,

if anything, and how content providers are compensated. Some are based solely

on advertising, some on revenue shares and some are a combination of these. It
varies by platform.” And because mobile TV is part of a much larger TV ecosystem,
any changes to one part inevitably create a ripple effect throughout the system. For
example, companies are careful not to make decisions for mobile distribution that
disrupt other parts of their business, such as the larger and more profitable pay
TV side. “There is an $8o+ billion per year pay TV business that really drives the
creation of content and programming,” said York. “If you start doing things that
break apart traditional pay TV business models, you affect the business models for

everyone who participates.”

The consumer expectation of Cha/nges to one part Ofthe
free or low-cost content is one TV CCOSYStem inevitably

reason why monetization can create a I’ipple @i’e ct. ..
be challenging. The offering of

free television content began years ago with traditional broadcasters offering their
content for free, with content creation funded through advertising dollars. However,
traditional advertising models and methods don’t translate directly to mobile, and
advertisers do not yet value mobile ads as highly as television ads. Simultaneously,
app stores are putting arbitrary values on content that may not cover the cost of creat-

ing it, and networks only get a percentage of the revenue from purchase.

To offer another example, specialized TV networks like ESPN evolved from the cable
model, which offers consumers subscriptions to access a body of channels. TV dis-
tributors pay ESPN for the unique content they make. But with the addition of new
screens for viewing that content and new players in the ecosystem, it is unclear what

the value of the content should be on different platforms or who ultimately decides.

Increasingly, consumers are in the driver’s seat, and they are making known their
desire for seamless access to content they are already paying for across all the devices
they own. So it’s up to the industry to get together and determine how to do this in
a way that ensures enough revenue is running through the system for the creation

of quality content to continue.

Matt Murphy, SVP, Digital Video Distribution, Disney and ESPN Media Networks,
believes the key challenge for companies is to figure out both how to look holistically
at all the different opportunities to get content across to the consumer, and how best
to maximize the value of and monetize that asset across platforms. “It just can’t be
done by one group doing it free ad-supported over here, with another group taking
that same asset and trying to do electronic sell-through over here, and another group
trying to include it in bundled subscriptions over on this side,” explained Murphy.
AT&T’s Dan York echoed many of the same sentiments. “What the whole industry
needs to do,” said York, “is settle on some business models that allow the current

ecosystem to continue to thrive.”
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The concept of “authentication” represents one model on the table to address the
monetization challenge and allow major companies like AT&T and Time Warner
Cable to retain and increase their customer base. It’s based on providing subscrib-
ers with a password so they can access their television content seamlessly across
multiple devices while paying a single subscription fee. “Once we as an industry
get our heads around how to do it,” said AT&T’s Dan York, “this will really drive

mobile video adoption.”

.. bundle Subscription Disney and ESPN’s Matt Murphy also

mo d@l Will ul tima tely believes that the bundled subscription
be the best value for
consumers.

model will ultimately be the best value
for consumers and offer content pro-
viders the best way to monetize their
content assets across platforms. “What
people ultimately buy,” says Murphy, “is value.” In other words, it will be the con-
tent, the brands and the services offered on devices that consumers desire. More
specifically, they’ll be looking for where they can get the widest variety of content
and services they want at the best price. And according to Murphy, “It just can’t

necessarily be done on an a la carte or an ad-supported basis.”

Although these complex monetization issues are yet to be resolved, what we are
likely to see in future, said Jonathan Barzilay, SVP, Programming and Advertising,
FLO-TV/Qualcomm, “is a greater pollination among the screens and a simplification

of billing relationships between them.”

Despite the challenges, there is a lot of excitement today surrounding mobile as
an up-and-coming platform for television. There are approximately 260 million
people in the U.S. with mobile phones, making the opportunities very attractive.
And mobile offers television content providers the opportunity to be right there with

this audience wherever they are.

FLO-TV represents chipmaker Qualcomm’s first foray into mobile content aggre-
gation and delivery. Leveraging technological advantage to create a new version of
a high-quality linear viewing experience, it transmits live TV to any device that has
a FLO (forward link only) chip, and users pay a monthly subscription fee to access
its twenty or so channels. The quality of FLO-TV’s picture represents a significant
departure from the pixilated and jumpy experience viewers have known previously.
And by using the analog spectrum that broadcasters vacated in June 2009, it doesn’t

use up any of the valuable bandwidth on operators’ 3G networks.

FLO-TV’s Barzilay explained that TV viewing on a mobile device is differentiated
by the opportunity it offers for people to stay connected to content that matters to

them wherever they happen to be. And while TV viewing patterns will likely con-
tinue to be defined by the best available screen, our visiting executives agreed that
the most relevant TV content on mobile devices moving forward will have a high

level of immediacy.

This is already reflected in FLO-TV’s viewing patterns. According to Barzilay, current
viewership among FLO-TV subscribers is about 25-30 minutes per day, with huge
spikes seen around major live events like this year’s Presidential Inauguration, the
Michael Jackson memorial service, breaking news, breaking weather and live sport-

ing events in general. Animation and children’s programs also do exceptionally well.

While the monetization challenge is ongoing, it’s clear that companies are targeting
mainstream audiences for their mobile TV offerings — not just the early tech adopt-
ers. And they are introducing themselves to the world in the way that makes this
clear. The series of TV advertisements that appeared during the Super Bowl these
past two years by such names as Hulu, Vizio, TV.com, and FLO-TV indicates that
the market is indeed moving, with consumers starting to adopt ways of watching

TV beyond traditional linear TV in the home.

Will there come a day when consumers cut the cord on traditional pay TV? Our visit-
ing executives thought that this scenario was highly unlikely. Despite the inroads
being made by other devices,

FLO-TV’s Barzilay reminded

... the laptop and the

us that linear television viewing

on alarge screen has continued )

to incriase. Nonetheless, he ;Z;Zf;:{ ;}:Zg;:?f’l,;(:)f:af;

to future consumption of
media as the big screen.

believes that “the laptop and the
mobile phone and their prog-
eny are going to be as relevant

and as important to future con-

sumption of media as the big screen.
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As recently as 2008, GPS was a feature found only on high-end smart phones and the
usage of location apps was limited to early adopters. Two years later commentators
have hailed 2010 as the “year of location,” marking the point in time when location-

aware apps have become part of the mainstream mobile experience.

According to research by Skyhook Wireless there are almost 6,000 iPhone location
apps, 900 on Android, and 300 on Blackberry. One of the primary drivers has been
the increase in GPS-enabled phones. Research firm Berg Insight reports that over 150
million GPS-enabled phones were shipped in 2009 and forecasts 770 million units
by 2014. This is augmented by non-GPS positioning technologies leveraging cell
towers and Wi-Fi, such as Skyhook Wireless’ hybrid positioning system that handles
250 million requests daily. This current excitement is not simply the result of this
enabling technology maturing; several other factors have helped move location into

the mainstream.

As an example, the growth of user-generated content enabled by companies like Tele
Atlas, Google (maps), Yelp, and Buzzd have resulted in tremendous increases in

spatial information flows, whether it is map content, user reviews or annotations.

Aturning point occurred last year when Apple allowed navigation apps with the release
of the iPhone OS 3.0 in 2009. Navigation quickly became one of the most popular
categories on the Apple App Store. In November, Google announced that Android
phones would have free voice activated navigation. Nokia followed suit early this
year by offering Ovi Maps with navigation for free and hit one million downloads by
February. In only 12 months the world of special-purpose devices made by companies
such as Garmin or TomTom has been transformed to one where navigation is now

a core feature of mobile phones.

The game dynamics of check-in apps have resonated with users and put location-
awareness at the heart of social networking. The hype at SXSW about the “location

war” between competing check-in apps FourSquare and Gowalla almost forgets that

iPhone, Android and BlackBerry LBS Apps paid vs. free by percentage

100 —

free
o paid
60 -
40+
20

iPhone Android BlackBerry

There is little pricing consistency for all location apps distributed ont he three major app stores.
Approximately 75% of allocation-aware apps in the iPhone App Store are paid. Android has less than
20% paid location apps. BlackBerry is the mostbalalced with paid and free apps at nearly half and half.

Source: Skyhook Wireless
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we have had location-aware services such as Brightkite, Loopt and Google Latitude
for a while. Plus Twitter already supports geo-tagging. However, in little over a year,
FourSquare has attracted a million users—a remarkable achievement that has placed

increased attention on Facebook’s anticipated location features.

The real excitement about location-aware apps arises from their potential to transform
mobile advertising. Check-in apps allow companies to become part of the game. For
example, checking in at Starbucks via FourSquare can earn you a barista badge and
access to promotions. FourSquare has signed partnerships with a range of media
and entertainment brands (Zagat, HBO and Bravo among others) that are clearly
excited about the potential to better engage their customers. Streams of user data
for location-aware apps will provide invaluable sources for customer insights and

analytics in the future.

There are still challenges ahead. Developing cross-platform location apps remains
difficult and costly. Research by Skyhook Wireless indicates that there are only 43
location apps available across iPhone, Android, and BlackBerry platforms. We can
expect local search and mobile ad platforms enabled by location awareness to be
major battlegrounds. The opportunities are tremendous. Forecasts suggest Apple’s
iAd platform could easily generate a billion dollars per annum. With the biggest play-
ers and innovative start-ups battling for advantage, 2010 will be hailed as the “year

of location.”

Contributed by: Daniel Hawkins T'10, MBA Fellow, Center for Digital Strategies, Tuck
School of Business at Dartmouth

Phone-based navigation grew most quickly in the past year

Which of the following statements best describes your ownership Juse of each navigation solution?

Own and use regularly m  Own and use occasionally m  Use occasionally but don’t own

Ownership growth rate
Portable navigation 2008

device - 8%

Built-in car device 2008 l
%
2009 [N o

Phone 2008 l

10% 20% 30%

Base: 5,264 North American adults

Source: North American Technographics Media, Marketing, Consumer Technology, and Healthcare
Benchmark Survey, Q3 2009 (US, Canada) ©2009 Forrester Research, Inc.
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Personalize the channel

The increasingly sophisticated capabilities of mobile devices and
networks are transforming the way businesses relate to consum-
ers in fundamental ways. This applies to businesses within the
mobile industry and those who have traditionally connected with
consumers through other means. As mobile and online activities
are gaining attention, advertisers are beginning to recognize the
scale and opportunity the mobile platform offers, allowing them
to connect with a rapidly growing audience of active consumers,

as opposed to passive targets.

Mobile advertising is still in its infancy and currently represents just a tiny slice of
advertising business in the U.S. According to Yankee Group research, the size of
the mobile advertising business is about $242 million, compared to approximately
$42 Dillion and $26 billion for television and internet respectively. But as internet
advertising plateaus and television advertising suffers, mobile advertising is growing.
And as major players like Google and Apple have made their intentions of domi-
nating the space known through recent major acquisitions and creative initiatives
that promise to transform the user experience, excitement over mobile as a viable

platform for advertising is increasing.

Consumers Will t Olerate To date, screen size has put consider-
o able constraints on mobile advertising

ads I:flt means th@y methods and approaches, and com-
pay lBSSfOI’ content Cmd panies are only now just beginning to
Service S, make ads more attractive and engaging
for consumers. While there are indica-

tions that attitudes are changing, consumer openness to mobile advertising is often
contingent upon what they get in return for accepting ads, rather than an apprecia-
tion for the value of the ads themselves. “We’ve seen a real shift in consumer attitudes
in the last few years, with consumers acknowledging that they’ll tolerate more if it
means they pay less for content and services,” said Yankee Group’s Green. Terry
Kramer also mentioned that Vodafone is conducting mobile advertising measure-
ment trials to determine if people will accept ads in exchange for lower pricing.
Depending on the result, this may be a precursor to monetizing, but Kramer indi-

cated that this is probably still 2-4 years away.

Apple intends to accelerate the move toward mobile advertising through its iAd plat-

form unveiled in April 2010. It signals the potential for a more visually interesting,

engaging experience than the classic banner or flat two-dimensional ad can offer,
as well as for targeted ads tailored to specific audiences. “We’ve just seen so much
growth and so many good developments over the last few years, that it’s hard to deny
where we see the trend going,” said Tuck alum Lars Albright, Director of Publisher
Partnerships & Alliances, Apple. Albright joined Apple through the recent acquisi-
tion of Quattro Wireless, a leading mobile advertising company he helped found
in 2006. “The numbers already tell a pretty good story about people’s engagement
and interaction with mobile ads,” pointed out Albright, indicating why companies

like Apple and Google are investing heavily in mobile.

Despite the growing momentum, we have yet to see a significant shift in advertising
dollars toward mobile. “In today’s market, we're seeing people get very interested very
quickly in how they can use mobile to further their objectives, but that’s not neces-
sarily through advertising,” said Adam Cahill, SVP and Director of Digital Media,
Hill Holliday, alluding to the fact that the term “mobile advertising” is sometimes
used more broadly to include CRM (customer relationship management) and other

marketing efforts.

Advertising is small, but fast-growing

— $114M $43M
$324M
e UM 34,008

— $24408 $29,789

57 §26318 $21,705

in billions of dollars

2008 2009 2010 201 2012 2013 2014

Source: Yankee Group Advertising Forcast 2010 . TV Internet . Mobile

Source: Yankee Group Advertising Forecast 2010

That's not to say that there haven’t been some great experiments in mobile ad cam-
paigns. Hill Holliday, whose major clients include Dunkin Donuts, Chili’s, Bank of
America, Liberty Mutual and TJX, was behind a particularly successful ad campaign
for Dunkin’ Donuts which was built around the idea of people in offices who make
“runs” to Dunkin’ Donuts for a mid-afternoon coffee break. The campaign included

an iPhone app, which received a lot of buzz and won industry awards.

Cabhill called the Dunkin’ campaign “a good early experiment” with mobile, but one
which also raised issues from which all companies can learn. One issue was scal-

ability, and a general concern over how to grow it. But the scalability issue may well

www.tuck.dartmouth.edu/digitalstrategies
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Fast food tops the list of promotions that consumers seek on their cell phones

What types of discounts of coupons would you be
interested in receiving on your cell phone?

I would not be interested in receiving discounts on 10%
my cell phone 56%
0
Restaurants (e.g., McDonalds'’s, Subway) B 0%
Drinks (e.g., Coca-Cola, Starbucks) 1%
2%
Household products (e.g., dishwashing liquid) 14%
15%
Personal care products (e.g., shampoo) ]i:ér}
0
0/
Music or DVDs 2 27%
12%
Snacks (e.g., candy bars, chips) 2% _
2% US mobile owners
Fashion / apparel 18%
_ % US mobile owners
Events (e.g., concerts, movies) 18% ages 181024
0,

Travel/air " 5%

Car maintenance and repairs
0/

Other, lease specify Lf’

0

Source: North American Technolographics Interactive Marketing Online Survey, Q2 2009 (US)

take care of itself in the longer term, especially if people upgrade to smartphones at

the rate that researchers are predicting.

The more complicated challenge involves how to take an idea and actually implement
it successfully. According to Cahill, “Great mobile programs connect different parts
of a business.” For this reason, they can be very difficult to pull off. “You get into
questions like ‘how do you tie in a marketing idea to a point-of-sale system when a
company doesn’t have one point-of-sale system.” You're talking to marketing people,

but it’s operations people that need to be in on it,” said Cahill.

Encouraging brands to move to the mobile space is further complicated by a lack of
clarity about the value of mobile advertising in the absence of standardized metrics
to determine the worth and the cost of ad campaigns. The challenge for advertisers
is that companies are risk averse, indicated Cahill, preferring to repeat what they
know has worked well already. So with little or no experience with mobile advertising,
brands are slow to move advertising dollars away from better known platforms into
mobile. Apple’s Lars Albright believes that greater sophistication in measurement
will help change this, butit’s currently an area where even well positioned companies

are not yet fully formed.

Vast information about consumer behavior is available from the use of mobile
devices. How companies make sense of it and use it to deliver effective advertis-

ing messages to targeted audiences is the ultimate question. Many of our visiting

executives see this as a tremendous opportunity for innovation. When different
options can be presented to buyers in ways that enable better targeting and can
illustrate the value of a mobile advertising campaign, it has enormous potential to

change buyers’ attitudes toward the medium.

Industry experts believe that the real potential in mobile advertising lies not only
in connecting with customers in new and different ways, but in leveraging the fact
that mobile devices enable people to instantly communicate their experiences with
others. As social networks are being utilized in new ways through mobile, the social
aspect of mobile devices combined with proliferation of location-based apps and

services have tremendous game-changing potential.

Companies are increasingly taking advantage of social networks and finding value in
people’s willingness and desire to use them as a tool to learn more about the products
they want. For advertisers, discoverability (being easily identifiable through search)
becomes important, as does understanding the importance of location to engage
customers in new and different ways. Social networking giants like Facebook are
exploring the opportunity in this mash up between social and location by entertain-
ing the idea of adding location to their offerings. Allowing people to identify where
they are and express positive and negative impressions about what they’re doing

opens up new avenues for targeted advertising.

(For a deeper look at the location-based landscape refer to pages 22—23.)

It’s also important to distinguish that the mobile advertising opportunity extends
beyond smartphones to the increasing number of connected devices we see in the
market today. The gaming industry, for example, positioned itself well by recognizing
early that people want to take their gaming experiences on the road. This foresight,
combined with a commitment to a quality user experience, have really set the stan-
dard for what people can and should expect from their mobile device, and advertisers

have found opportunity in their ecosystems as a result.

Sony PlayStation has been in the mobile gaming space since 2005, and the com-
pany continues to explore new and innovative ways to enhance the console gam-
ing experience away from home. According to Philip Rosenberg, SVP of Business
Development, Sony Computer Entertainment America, “One of the most profound
impacts mobile gaming has had on the mobile industry is setting a high standard of
what high quality content looks like.” This has in turn applied pressure on develop-
ers to really up their game when it comes to developing quality content for other
mobile devices. And while the quality of content found on Sony PlayStation devices
will probably never land on a mobile phone, the social and portable aspects of these

devices have had a profound influence on the evolving device ecosystem.



Along with gaming, the publishing industry is also looking to mobile devices as
a source for generating new advertising revenue. Since the launch of e-books in
2000 sales have experienced explosive growth. Last year alone sales increased 177%
to $313M, according to the Association of American Publishers. Sony e-Reader’s
Daniel Albohn, Director, Digital Reading Business Division, Sony Electronics Inc.
sees these types of platforms as the logical evolution for an industry that is looking

for new, sustainable business models.

Will Vincent, CDS MBA Fellow, suggests that with a next-generation device, such
as the iPad, advertising may finally become viable. Ads can be delivered in real time
for next to nothing and featured in multiple titles giving publishers the opportunity

to segment the market.

With multiple industries looking to mobile as the platform that could finally support
content production and distribution it remains unclear when expectations might
be realized. “My sense,” said Hill Holliday’s Cahill, “is that this is the first annual
, cycle that people are going to be think-
The next Yea’r WI'll be ing about what they should be doing
VCT’Y telling about WI’L@T'B with mobile in a serious way. The next

th e Sp ace is m OVing. year will be very telling about where the

space is moving.”

Cultivating relationships with consumers through mobile also means leveraging
the capability of today’s devices with services that consumers truly want or need.
Alot of innovation is taking place around this concept in emerging markets, where
in many cases mobile devices represent people’s first and only access to basic tele-
phony and internet services. The globalization of mobile services represents a huge
opportunity to reach underserved populations, where in the absence of legacy fixed-

line infrastructure, people can skip previous generations of technology altogether.

Nokia’s Mary McDowell pointed out that in many of these markets, basic access to
information is the service that people want, and mobile devices are the ideal medium
for communicating real-time information to specific groups. Ekgaon Technologies
is one company involved in the design and development of technologies and infor-
mation systems to meet the information needs of developing communities. One
highlight of Ekgaon’s service portfolio includes agricultural advisory services to add
value to the work of farmers and agricultural entrepreneurs. Ekgaon’s Co-founder
and CEO Vijay Pratap Singh Aditya explained that this includes transmitting the
latest, up-to-date market and supplier information, soil management services and

disease alerts to help local farmers better manage their businesses.

Mobile financial services have also seen some success in emerging markets. Since
there are roughly 4.6 billion mobile phone users around the world, compared to
1.6 billion global bank accounts, such services are especially popular among the
“unbanked” or the “under-banked” (those who lack access to traditional banking

services).

Although many mobile banking attempts have failed, the money service M-PESA
is one promising example. First introduced in Kenya in 2007 by Vodafone affiliate
Safaricom, M-PESA offers a mobile phone based money transfer service that enables
users to deposit and withdraw money, transfer money, and pay bills without the need
to visit a bank branch. The service capitalizes on the growth of mobile phone penetra-
tion in Africa, which Wireless Intelligence reports has gone from 3% in 2002 to 48%
today, with an expected increase to 72% by 2014. According to Deputy Director Ignacio
Mas and Associate Program Officer Daniel Radcliffe of the Bill & Melinda Gates
Foundation’s Financial Services for the Poor Team, M-PESA has been adopted by
9 million customers (or approximately 40% of Kenya’s population) and processes
more transactions domestically than Western Union does globally. A survey cited in
their recent report goes on to say that 98% of users report being happy with the ser-
vice, and 84% claim that losing the service would have a significant negative impact

on their lives, illustrating the real life-changing potential these services can have.

Nokia is also looking at banking for the unbanked as a way to expand beyond their
core business by leveraging their significant penetration in major emerging markets.
Currently in the pilot phase, Nokia’s Mary McDowell explained that they are looking

to determine whether a Nokia retailer

can act as an agent for cash-in and cash- - b anking made

out of mobile services. “If that works,” possible where it was

said McDowell, you've now made bank- . . .
impossible in the past.

ing possible in communities where it
was impossible in the past.” While very
similar to M-PESA, it’s different in its aim to involve multiple banks and multiple
operators, as opposed to one operator, one bank and multiple handsets. “We think
that the network effects are critical for this to succeed,” said McDowell. Nokia’s
service is enabled by a Java app loaded on low-end Nokia devices. McDowell also
indicated that Nokia would be open to other manufacturers having the technology
on their handsets, but since this is still in the pilot stage, they haven't developed

those relationships yet.

While initiatives like these demonstrate the potential for mobile devices to replace
wallets altogether, the situation plays out very differently across different markets,
and particularly in U.S. The fact that development of the broader “mobile wallet”

capability is lagging behind in the U.S. “is an ecosystem problem, not a technology
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problem,” said Mark Lowenstein of Mobile Ecosystem, because it requires the coop-
eration of a lot of different actors with competing priorities to make it happen.
Patricia Partelow, VP, Network Emerging Payments, American Express agreed, add-
ing that “although mobile represents a tremendous opportunity to enhance direct
relationships with customers, it’s also a disruptive technology.” Compared to plastic
cards which card companies control, mobile is much more of an open platform in
which many pieces of the puzzle are not controlled by any one entity. So when you
consider the issue of security, there is a question of who controls the secure place

where data is kept, which may vary greatly across markets.

Partnering is essential in such an environment,

Ifwe can get to but it’s also difficult when each partner views
S tandards , W€ CAN itsresponsibilities and liabilities differently. For

all pla’Y together example, companies like American Express

need to ensure that their decisions won’t alien-
ate significant parts of their customer base. If a company chooses to partner with just
one operator, what will happen to the relationship with customers who use another
mobile network operator? According to Partelow, “If we can get to standards, we

can all play together.”

Despite the barriers, the potential for the development and widespread use of mobile
payment systems exists. Some companies are already looking to attract consumers

with innovative mobile payment services that capitalize on the unique capabilities

Mobile internet revenue in Japan

Mobile internet revenue mix
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Source: Naoah Nema/Hironori Tanaka for Japan data, Morgan Stanley Research

of smartphones. For example, PayPal recently announced a new iPhone application
that will let people send or receive money by bumping their iPhone together with
another user, resulting in an immediate transfer. While the new app is for individuals
and small businesses, there are plans to create an app for merchants in the future.
Square is another company offering a service that lets people turn their iPhones
into credit card terminals. And Visa recently teamed up with DeviceFidelity to cre-
ate a protective case for the iPhone that turns it into a credit card. Just hold it up to
a scanner, and your credit card information is transmitted from an embedded chip.

7~ N

The mobile channel presents significant opportunities for retailers to grow their
customer base, build brand awareness, and grow revenue. ABI Research predicts
that U.S. consumers will make a total of $2.4 billion in purchases through their
mobile phones this year, up 100% from $1.2 billion in 2009 (a 203% increase from
2008). eBay enjoyed a share of that profit as a first-mover in the mobile space. In just
a few years, their iPhone apps have attracted 8 million users and generated $600
million in transactions in 2009, and the company says it’s on track to generate $1.5

billion in 2010.

If we compare the evolution of a more developed market like Japan to the U.S.
market today, we can perhaps catch a glimpse of what that U.S. landscape will look
like in the future. And recognizing the trend that mobile phone users are rapidly
becoming mobile internet users, and that the internet has become a place where

consumers are comfortable making purchases, it stands to reason that mobile could

follow the same path.

Christopher Perrien, IBM, event sponsor.
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Over the next five years the mobile landscape will continue to
change significantly, as nearly two-thirds of U.S. mobile users are
expected to move away from their features phones and subscribe
to smartphones.” We have already seen what was once a fairly
closed and stable value chain driven by voice, become a mobile data
business with consumption expected to increase 39 times from
2009—2014." These shifts are creating opportunity for innovative

companies to take advantage of the rapid change.

The global app marketplace, supported by micro-transactions, has now reached
$1.94 trillion dollars and is expected to increase eightfold by 2013." These numbers
demonstrate that unlike on the internet, mobile users are willing, if not eager, to
pay for content that they want. This change in consumer behavior is a significant
factor in the tremendous optimism that mobile will be a viable channel and support

sustainable business models.

Premium content producers and distributors are racing to create new partnerships
that will allow them to meet consumer expectations for access to their content any-
where on any device (including new device categories such as the recently introduced
iPad). However, mobile as a new distribution channel and partnership opportunity
presents challenges too. While eager to move to the mobile channel, premium con-
tent distributors currently determine the value of their content using established TV
standards like advertiser interest and audience numbers as part of the formula. While
mobile viewership is growing rapidly, audience size remains small relative to TV and
advertisers are still experimenting with the platform. Distributors will thus have to
find a model which prevents substantial disruption in the TV ecosystem and still
allows content producers and distributors to realize the mobile opportunity profitably.

Smartphone innovation may be the most daunting challenge for operators they
must meet increased network demands through intensive infrastructure investment
and expansion while relying on a business model that is, at least for now, supported
largely by feature phone data plans. Simultaneously, operators must ensure that they
avoid becoming a ‘dumb pipe’. This risk of disintermediation from revenue streams
flowing through their own network has required operators to rethink their position
in the mobile value chain. Many look toward operator run app stores and premium

services like live TV’ to ensure that they secure a piece of the lucrative content pie.

Smartphone technologies such as LBS (location based services) represent an unprec-
edented convergence of industries that will allow for businesses to know their cus-
tomers and enable very precise market segmentation. For this reason, companies

with scale should view experimentation in mobile as a critical venture and worth

i Thomson Reuters; ii SNL Kagan,; iii Cisco; iv Juniper Research

the risk of not getting it right the first time. Yet some industry standardization will
be necessary in order to fully leverage the market potential. In the upcoming year
consumer-facing companies will look to regulatory bodies to establish privacy and
security guidelines, and operators and device manufactures will look for network
standardization in the U.S., both to facilitate open networks and increase choice for
consumers. Simultaneously, Google and Apple will likely continue robust competi-
tion over open vs. closed OS and advertising platforms, increasing competition and

choice for all.

What has become clear is that consumer preference and technological innovation
will continue to drive mobile growth—but no one company can do it all anymore.
Challenge and opportunity are two sides of the same coin for the mobile industry.
Those companies currently succeeding in navigating this new data and content-
driven mobile business are rethinking their old business models, developing part-
nerships both horizontally and vertically, and leveraging all of their assets to provide

value to partners and consumers alike.

The pace of change in this dynamic space will continue to be dramatic. The antici-
pated growth of the mobile industry signals an overall optimistic future both for the
industry and those who can benefit from what it has to offer. Exactly how things will
shake out with the players in the industry is still unclear as the ecosystem continues

to shift. A few things that do appear to be likely are:

» mobile is not just a technology—it is becoming a behavior’;

» smartphones are the mobile device of the future;

» mobile phones will overtake PCs as the most common web access device by
2013";

» the number of micro-transactions and the average fee for those transactions
is increasing;

» customers expect companies to meet them on any device of their choosing;

» mobile is no longer an adjacency—mobile is a core tool for professionals and
consumers alike’;

» mobile enables better relationship management—B-to-B, B-to-C, and within
the enterprise;

» connected consumer electronics and vertical business apps will bring new rev-
enue streams and allow for an up-sell in data plans;

» machine-to-machine will be a key component of growth for mobile operators;
and

» continued innovation from new players will yield tremendous opportunity.

Realizing opportunities will hinge upon how well business can meet consumers’
mobile demands. As Yankee Group’s Emily Nagle Green writes in her 2010 book,

Anywhere, “Profit is there for any firm. You just have to know how to look at it.”
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