The Truth About Mobile Data

The mobile data revolution is not happening yet.  Faced with slowing subscriber growth and declining average revenue per user (ARPU) for voice services, mobile operators are counting heavily on mobile data services such as mobile messaging and e-mail and a variety of mobile Internet and m-commerce applications to provide future revenue growth.

It’s been a shaky start, with mobile data services based on the troubled WAP platform hampered by service design problems, unexciting content and poor customer take-up.  On the positive side however, the popularity of SMS messaging has taken the industry by surprise and has proven to be a real money-spinner for the operators.

Despite the initial setbacks with WAP, the industry remains almost universally optimistic about the prospects for mobile data.  It is widely believed that if we can only get the technology working properly, get proper business models in place, and a wider range of exciting content and services on offer, there will be a huge demand for mobile data.  

While some of the stratospheric mobile data forecasts that was used to justify the massive spending on 3G licenses in Europe last year have been substantially adjusted downwards, there are still some pretty bold predictions out there, not the least from the operators themselves;

· Vodafone Group, now earning 7% of its revenue from data, mainly SMS, expects this portion to rise to 20-25% by 2004.

· Optus predicts that its current 4% of revenue coming from mobile data will rise to 25% in 2005 and 50% in 2010.

· Nokia has forecasted that mobile data revenue will count for 48% of operators’ revenue in 2006.

What about m-Commerce?

m-Commerce, or e-Commerce transactions using mobile devices, is being touted as one of the main drivers for usage of mobile data in the future.  In the past year, there have been plenty of media and analyst coverage predicting that people will soon be using the mobile phone to purchase all kinds of goods anywhere anytime, and even that m-Commerce will overtake e-Commerce in the next few years.  

· Cahners In-Stat Group forecasts total merchant and operator received revenue for 2G and 3G-based combined mobile commerce will grow to US$58.9 billion by 2005.

· META Group says, in a recent study, that 20 percent of business-to-business transactions and 25 percent of business to consumer traffic will be wireless by 2003.
· In a recent promotional publication from Telstra MobileNet, the Boston Consulting Group estimates that by 2003, Australian m-Commerce revenue will reach A$1b, with half coming from retail transactions and half from data transmission charges, email subscription fees and advertising.

These predictions should be viewed with some degree of scepticism.  Firstly, the term m-Commerce has become yet another ‘buzzword’ that it is being used very carelessly by people in the industry.  Many mobile analysts and industry commentators use it as being synonymous with mobile data, which today almost exclusively means SMS messaging and some simple browsing.  This is confusing.  A more appropriate usage of the term then, considering people’s perception of what e-Commerce already is, is to use m-Commerce only when describing purchases of goods and services involving transactions using mobile devices.  e-Commerce on the PC, to most people, means monetary transactions such as purchasing goods online.  Just browsing the web and sending emails is not considered e-Commerce, and this distinction ought to remain in the mobile space, or else it will confuse people and give them the wrong impression of what mobile commerce is all about.

m-Commerce is unlikely to become a major driver for mobile data usage, or a substantial source of revenue for the operators, for a very long time, if ever.  While the demand for mobile data services, including SMS messaging, multimedia messaging and email, and probably certain information and entertainment applications, is likely to be quite substantial in the future, the actual mobile e-Commerce component is likely to be very limited for the foreseeable future.  This is not primarily because of the need for further improvement in the technology to facilitate transaction security, as is often suggested, but rather that purchasing goods on mobile phones, essentially, do not offer consumers any significant value proposition.  While certain m-Commerce applications such as electronic ticketing and real-time stock broking do offer some real value to certain people, most applications don’t.  It would, for example, be rather naive to think that any large numbers of consumers would ever prefer to buy physical goods such as books and CDs from Amazon.com on their mobile phone rather than on their PC.  Those who believe this type of m-Commerce will generate any substantial revenue will be bitterly disappointed.

Where will mobile data revenue come from?

In attempting to answer this question, we might first want to take a look at Japan, the most advanced mobile data market, and the achievements of the world’s most successful mobile data service, NTT DoCoMo’s wildly popular i-mode.  This service is often held up as a model for a successful mobile data service, with rapid consumer take-up and a reversal of the declining ARPU trend.  Many operators in other parts of the world have studied the i-mode experience closely, and are now copying many aspects of the i-mode business model for their own packet-based GPRS services.  Despite certain characteristics of the Japanese experience that may not be replicable elsewhere, it is quite likely that the mobile data usage patterns that we see in Japan today, we will see in places like Europe, Australia and S-E Asia in 2-3 years time.

A brief look at DoCoMo’s latest quarterly usage data offers some impressive reading, and confirms that there is indeed money to be made in mobile data services:

· 25m subscribers have signed-up to the service since February 1999.

· 67% of all DoCoMo’s subscribers now also subscribe to i-mode

·  ARPU generated purely from i-mode: 2,300 yen/month

A closer look, however, reveals a more moderate picture.  Overall ARPU in Japan is high, so an extra US$20 in data revenues is not so remarkable.  The most popular applications by far are voice and email, no surprises here.  m-Commerce transactions are as rare in Japan as anywhere else.  It remains to see if enhanced transaction security (SSL) now available on the latest Java-enabled handsets will provide any boost to mobile transactions.  The DoCoMo data also shows that:

· Data revenue only constitutes 17% of total ARPU, while traditional voice is still counting for 83%.

· 46% of all mobile data traffic comes from e-mail/messaging 

Of the remaining 54% of traffic that is generated from the mobile Internet, 32% comes from ringing tones and screensavers, 19% from information sites and only 6% concerns transactions.

While DoCoMo has successfully introduced new innovative services, such as Java applications, to further increase data usage, there are some signs that overall mobile data ARPU has already peaked on i-mode.  In a briefing to analysts in September 2001, DoCoMo stated that Java and non-Java packet usage on i-mode was flat in the last quarter, at 220 packets per day (overall) vs. 400-450 packets per day for Java.  This implies that the marginal subscriber effect, long acknowledged in the industry with respect to voice usage, is now affecting data usage as well.

It is worth noting that about half of DoCoMo’s data traffic is generated from email and messaging, contributing maximum 10% to overall ARPU, which is pretty much the same as what some of the more data-savvy GSM operators in Europe get from SMS today.  So don’t expect the portion of data revenues to increase in any significant way even with a more advanced data service.  Surely, messaging will become cheaper, and people will use it more, but ARPU is not likely to increase much.

Much attention is currently being given to mobile enterprise applications, where, it is believed, there is some real potential for immediate revenues.  There is a clear value proposition and business case here.  Corporates are likely to see value in applications that save time, cut costs and enhance productivity for their employees and clients.  Many corporates are now seriously looking into providing wireless access to corporate emails and intranets as well as certain CRM, SCM and ERP applications.  The appeal of wireless access to this kind of applications goes beyond the typical corporate road warriors and sales reps, but, with the exception of corporate emails, few applications can be considered mass-market corporate applications with serious revenue potential for the operators.  Despite the obvious promises of this market, we need to realistic about how much data traffic these applications will generate in the short to medium term.

So what is the truth about Mobile Data?  Even with a majority of your user base subscribing to mobile data services, and with a wide range of innovative corporate and consumer services, including Java, on offer, voice will still count for an overwhelming portion of operator revenues.  Unless the operator has a particular desire to make users substitute voice for data through adopting new radical pricing strategies (and why would they want to do that?), it appears to be quite unlikely that mobile data, as we know it today, will ever make up more than 20-25% of revenues.  Mobile data will be a welcome addition to voice revenue, and hopefully reverse declining ARPU figures for a while, but it’s not a magic bullet.

The introduction of GPRS and 3G will improve speed and capacity of the network, but not radically change how people use their mobile phones.  After all, the mobile phone is foremost a communications device, and voice is, and is likely to remain, the dominant means of communication.  Some suggestions in the media that mobile data revenues will overtake voice revenues anytime soon, that voice will become a commodity offered free to data users, or that m-commerce will overtake e-commerce are completely unfounded and should not be the basis of any business plans anytime soon.
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