SMS MARKET – GLOBAL PERSPECTIVE


Following points have been covered in this update:
· Mobile Marketing Statistics
· SMS - Global Market Development
· Importance of SMS and Value Chain – SMS
· SMS in the World
· Trends in Mobile Messaging
MOBILE MARKETING STATISTICS
By 2012, an estimated 10 trillion text messages will be sent and delivered globally. 

The future of mobile marketing is very promising and has a huge potential. 
· 250+ million Americans carry mobile phones—over 80% of the nation's population

Source: CTIA Wireless Association 

· Cell phones subscriptions will top 5 billion globally before 2011

Source: International Telecommunication Union 

· The global mobile advertising market will be valued at over $16 billion by 2011

Source: M:Metrics, Common Short Codes: Cracking the Mobile Marketing Code 

· Four out of five teens carry a wireless device, and the majority (57%) view their cell phone as the key to their social life

Source: CTIA survey, Teenagers: A Generation Unplugged 

Source: http://www.punchkickinteractive.com/mobile/mobile-marketing-101/industry-statistics.php
SMS Global Market Development
SMS has progressively become a major application to drive the development of the mobile data market. The most striking achievement has been the strong growth of interpersonal SMS messaging during the last five years, in almost all regions of the world. And Premium SMS is also driving the introduction of many innovative mobile data services, and has become a key channel for content distribution. 

Importance of SMS 

In a context of decreasing voice ARPU during the past years, SMS has played a key role in growing mobile operators’ data ARPU and improving their overall profitability. 

With the exception of Japan and Korea where email was used instead of SMS operators of all parts of the world have seen SMS revenues becoming an increasing share of their total revenues. 

Besides being an attractive revenue generator, high profitability is also a big benefit of SMS for mobile operators. Operators’ SMS margins estimates vary, but typically maximum of up to 80-90% of SMS messaging revenues being profit are often quoted. 

From a macroeconomic point of view, the SMS economy compares now with other major entertainment or communication economies. Let’s take the example of the music industry. The worldwide revenues from music sales in 2002 are very much comparable to the total world SMS revenues, which were generated by mobile operators in 2004 (around $33bn). 

SMS has also become a significant channel to distribute pay-for content, thanks to Premium SMS schemes. In the UK like in many European countries Premium SMS revenues, which are mostly driven by ringtone sales, have exceeded traditional CD single sales. 

SMS Value Chain 

Let’s first analyze the structure of the value chain for person-to-person SMS services. In the most generic scenario, the network operator managing the customer sending an SMS collects traffic revenues and pays interconnection fees to the network operator managing the customer receiving the SMS. This model has to be slightly adapted when the customer is managed by an MVNO (Mobile Virtual Network Operator) or an ESP (Enhanced Service Provider). 

In some cases, a third-party is offering a service enabling to send SMS messages. This is the case of some Web service providers. In this scenario, the service provider is collecting revenues and has to pay for the transport to the receiving network operator, either through an operator or an SMS wholesaler.  
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Figure1 Typical value chain structure for person-to-person (P2P) SMS services 

Let’s now examine the value chain structure for application to person SMS services. In this case, a wholesaler is often involved, managing the transport of SMS between the Premium SMS service providers and the network operators. This enables service providers to distribute their services to multiple operators, without the need to establish connections to the different SMSCs. Operators take care of the billing, and reverse a share of revenues to SMS wholesalers, which in turn reverse a share to the service providers.  
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Figure2 Typical value chain structure for value-added Premium SMS services 

SMS in the World: Comparison and Growth Prospects 

In mature markets like Western European countries, the SMS market has gone through several key steps, in a period spanning typically over the last ten years: 

· a "market launch" phase, characterized in particular by the implementation of interoperability of SMS transport between national operators 

· a "wholesale" phase, based on the implementation of SMS wholesale agreements between operators and third-parties, which constitutes a basis for the development of Premium SMS market development 

· a "mobile marketing" phase, consisting in using SMS as marketing channel to run promotion campaigns, promotion games or TV voting for instance. 

· an "applications" phase, characterized by the development of diverse applications based on SMS, such as micro-payments, m-banking or location-based services. 
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Figure3 World person-to-person SMS market 

When examining more closely the differences between countries, it is important to note the strong correlation between the voice-to-SMS price ratio and the SMS market growth. This is illustrated for instance by the situation in Asia. Countries like China, Indonesia or the Philippines have a high voice-to-SMS price ratio (up to 7:1) and enjoy a fast SMS market growth compared to countries like Taiwan, Thailand and Hong-Kong with a low voice-to-SMS price ratio (of 1:1 or 2:1). 

Premium SMS services bring additional revenues to operators, in complement to interpersonal SMS services. This market was estimated to generate $1.5bn revenues for mobile operators in 2004, and to grow to $4.5bn in 2009. SMS kiosks opened to third-parties (with predefined Premium rates) and short SMS codes were set-up at national level, in many countries, and have enabled the development of this market. Most successful Premium SMS services are entertainment services: ringtones/logos download, TV voting, games (quizz). 
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Figure4 World application-to-person SMS market 

Trends in Mobile Messaging and Data Services 

As the number of mobile devices continues to grow and usage beyond voice and basic text messaging continues to broaden throughout the world, the number of vendors supplying content, software and services to the variety of carriers and infrastructure providers has also multiplied. Indeed, with forecasts for mobile data services usage increasing for consumer and business users, the need for carriers and other mobile data technology and service providers to offer robust differentiable capabilities is paramount. 

It’s useful to examine the current state of the mobile messaging and data services market: 

· According to an ABI Research report in October 2006, “…the global mobile devices marketplace is on target to reach one billion devices by the year's end.” In the U.S. market, eMarketer estimates that by 2010 there will be approximately 300 million mobile subscribers representing some 95% of the population; 

· According to Portio Research, “In the space of just a few years, mobile messaging has become an immense global industry generating over $55 billion in 2005. The largest portion of this revenue comes from simple SMS, worth an estimated $35 billion in 2005. Since hitting mainstream use in Western Europe in 1999, SMS has quickly grown to the levels we see today with an estimated 1 trillion SMS messages worldwide this year;” 

· In the U.S. market, total mobile data revenues are expected to grow from $5.4 billion in 2006 to $37.5 billion by 2010 (eMarketer), with content in its many forms comprising the lion’s share of growth by that time. 

Industry Trends: Monetizing Mobile 

Along with strong market growth, there are movements afoot related to converging communications technologies, consumer electronics, content distribution, advertising, search and media which suggest significant developments and investments ahead. These include: 

· The secure delivery of both audio (ringtones, music, podcasts, etc.) and video to mobile devices: acquisitions supporting this activity should occur from the infrastructure level, to applications for content creation and management, to service providers such as CDNs, and to Internet portals; 

· The delivery of content of any type to any customer regardless of client platform, wireless standard or carrier: technologies here include infrastructure, content management, billing, analytics, performance monitoring and management (audio, video, VoIP, etc.); 

· The participation of advertising agencies, global brands, infrastructure providers and carriers in marketing programs to mobile users: this ranges from advertisers seeking measurable results within targeted demographics to traditional television and media companies attempting to capture new sources of revenue. Messages, sweepstakes, voting campaigns, search, rich ad content are all being intermingled to reach mobile subscribers; 

· The growing interest in providing a robust customer experience regardless of the platform used has numerous software companies (e.g., CRM, ECM) considering mobile plays to ensure that their capabilities extend well to that environment. 

Clearly, mobile communications have become a significant part of the fabric of personal and business infrastructure, and the mobile data market is a burgeoning and increasingly important component. As prices continue to decrease and margins thin for ever-commoditizing voice and basic SMS, higher value data services and increased ARPU (average revenue per user) are vitally important to carriers and other providers. Such services include the following: 

· Content such as ring tones, graphics, photograph distribution, video, and music; 

· Mobile commerce and portal capabilities to aggregate, transact and distribute as well as to enable a broader mobile experience; 

· Mobile advertising, search and nascent mobile social networking;

· Enhanced messaging capabilities such as audio/video messages, interactive TV, speech-to-text, voice mail;

· Mobile device management that includes support for configuration, provisioning, firmware updates, diagnostics and security, particularly as the range of device types expands;

· Location and tracking services based on GPS but delivered through mobile networks.

There are numerous technical capabilities that are critical to creating and managing the infrastructure required to support the variety of products and services noted above (as well as to maximize the user experience locally at the hardware device(s) receiving mobile services and content). These include: 

· Content management: capture, storage, transcoding, search, etc. of content destined for delivery to mobile devices; 

· Infrastructure and platforms: converged messaging systems, security and digital rights management for content, access and mobile application development; 

· Delivery: just as companies such as Akamai have enhanced the performance of delivering web-based content, so too must mobile content be optimized for delivery. Ensuring that content demanded from the client is available and can be obtained as quickly and efficiently as possible – with no loss of quality – is critical to the ability of new services to thrive; 

· Billing and Reporting – Enabling carriers and service providers both to understand usage patterns and user requirements while being able to bill customers for the ever-growing variety of services available is obviously critical. There have been several acquisitions in this area, and we believe that it will continue to see action along with provisioning and other customer service/transaction management capabilities. 

There have been a number of recent notable M&A transactions and there will continue to be a wide range of companies from various sectors that will participate in mobile messaging and data services M&A, particularly given the variety of technology convergence, entertainment, consumer electronics and other trends noted above that are affecting the market. These range from communications and mobile focused companies (e.g., carriers, other service providers and software vendors), technology infrastructure companies (Cisco, Akamai, EMC, Level 3, etc.), platform companies (e.g., Sybase, Oracle, IBM) and Internet age providers and information/media companies (e.g., Yahoo, Google, IAC, News Corp., Thomson). Additionally, private equity/venture capital firms will continue to maintain a strong presence as growth and consolidation opportunities abound.
What’s going to Happen Next in Mobile Messaging? 

Two trends will shape the evolution of the mobile messaging market. The first one is convergence, to offer customers the possibility to exchange email, SMS, MMS or instant messages between the mobile, the Web or the fixed telephony networks. The second main trend is expansion of message types, with the support of more media types. 

In our mobile messaging market scenario, we have considered four main mobile messaging applications, namely MMS, email, SMS and instant messaging (IM). 

MMS traffic has so far grown very slowly but we believe it could become significant as soon as camera phone penetration reaches 40-50%, though revenues should remain low compared to SMS. We also expect some migration to occur from SMS to text MMS, as the price of text MMS falls. 

Mobile email will enjoy strong development in the enterprise space, but it will be limited in the consumer space outside Japan, due to high SMS usage and low penetration of email-capable devices for the mass market. 

Finally, wireless IM usage will progressively cannibalise SMS, with significant impacts of IM on messaging revenues expected only in years 2008-2009. Wireless IM will be attenuated in comparison with Internet IM usage, because of usage-based pricing.  
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 Figure6 World mobile messaging revenues, by messaging application type 

Source: http://www.berkerynoyes.com/publication/publication/trends_in_mobile_messaging.aspx
http://www.huawei.com/publications/view.do?id=279&cid=94&pid=61
