Worldwide wireless data trends
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Wireless industry’s growth continues unabated into the second half of 2006. First six months of this year marked several milestones. GSM subscribers worldwide crossed the two billion mark and the industry is going to gain its quickest billion subscribers and cross three billion subscribers within the next 24 months. China crossed the 400 million subscriber mark while India crossed the 100 million mark and became the 4th largest wireless market within a matter of couple of years of its hockey-stick growth. Carriers worldwide are reaping benefits of such phenomenon – some more than others. Chetan Sharma Consulting looked at carriers in over 40 countries and analyzed their ARPU (Average Revenue per User) – one of the key industry metric by which carriers are measured in the financial markets. Understanding of ARPU dynamics is critical to all in the mobile ecosystem. While voice ARPU continues to drop, data ARPU’s importance keeps on rising. As 3G is becoming pervasive, so are the non-messaging data applications and that is having a direct impact on carrier’s bottom-line. This paper will take a look at the worldwide wireless data markets, analyze ARPU trends, and look at the leaders. 
ARPU represents how much an operator is making from every user every month. Though ARPU doesn’t provide the complete picture of the financial health of the operator, it is one of the most consistent metric reported by carriers around the world, the one you can use to compare competitors, gain a sense of trend line, and do some analysis. Following our last year’s popular Wireless Data ARPU paper, Chetan Sharma Consulting analyzed carrier ARPU numbers from 40 countries - from developed and mature markets such as Japan, Korea, UK, and France to high-growth markets such as China, India, Brazil, and Russia, to some of the developing markets such as Eastern Europe and South Africa. Our specific focus was on data ARPU as it represents the growth part of the equation.
Who’s ahead?

During the first half of 2006, wireless data revenues have been on the rise across the board. Japan led the way with approximately $10B in wireless data service revenues for the first half of 2006. US and China followed with approximately $7B and $5.5B respectively. The #1 carrier worldwide in terms of total wireless data revenue for the first six months of 2006 is NTT DoCoMo with over $5.1B in data revenues. It was followed by China Mobile ($3.9B), KDDI ($3.3B), Verizon Wireless ($1.9B), and Cingular Wireless ($1.9B). Sprint Nextel, O2 UK, Vodafone Japan, SK Telecom, and China Unicom filled the rest of the top 10 slots respectively (Figure 1). All the top 10 carriers in the list exceeded $1B in data revenues for the first six months of 2006. Verizon wireless became the first US carrier to break the barrier of $1B/quarter in data revenues. China Mobile and China Unicom benefited from their huge subscriber base of 274M and 135M respectively while DoCoMo and KDDI did well because they are generating over $17 (or 28%) in wireless data ARPU.
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Figure 1. Top 10 carriers by wireless data revenues (1H06)
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Figure 2. Wireless data ARPU trends of major markets 2001-2005

ARPU Trends

Overall ARPU in most markets is on the decline even in mighty Japan. We will have to look at the EOY 2006 numbers but there are some indications of cooling down of data ARPU growth in mature markets of Japan, Korea, and UK (Figure 2). So, while % data contribution will increase due to declining voice revenues, data ARPU will not make up for the loss. Most of the mature markets face the same dilemma. In fact, comparing EOY 2005 to 2004 numbers, only a handful nations registered positive increase in overall ARPU (Figure 3) with Canada ($3), Korea ($3), Mexico ($1), Taiwan ($1), Brazil ($1), and Chile ($1) showing an increase. The biggest loser was Nigeria dropping almost $23 from Q404. In fact, it has dropped a whopping $70 since 2001, biggest such ARPU drop. Even some of the western markets are feeling the heat; Switzerland and Finland both reported double digit drops ($13 and $12 respectively). Even Japan reported an $8 drop from the 2004 levels. The US average ARPU declined marginally to $53.

[image: image5]
Figure 3. Change in Data ARPU from 4Q04 to 4Q05

In terms of data ARPU, it wasn’t a surprise that Japan continues to lead the pack. Its ARPU has been hovering over $17 which is over 28% of its overall ARPU.  As shown in figure 4, Japan still leads in the data ARPU thought the gap is closing with each passing quarter. In fact, carriers from Philippines have a much higher % data ARPU than anybody else with over 45% of the carrier revenues coming from data services (though the data ARPU is around $3). The US for the first time crossed the 10% and $5 barrier and is making good incremental gains every quarter. While most of the major western markets have experienced decline in ARPU, US ARPU has held somewhat steady around $53-55. Voice ARPU is declining and data ARPU is barely making up to keep the ARPU at $53. The US market clearly has very high potential for data applications and we can expect the data ARPU to show signs of growth quarter-over-quarter for next few years. This is due to several factors but the primary one being that carriers are waking up as data ARPU is starting to account for over 10% of their revenues and starting to promote data services, starting to organize internally to respond to the opportunity. There is more awareness in the market, better phones, advent of 3G and enhanced services are all leading to rise in the data revenues. In 2005, data revenues topped $8.6B up from $4.6B in 2004
. In 2006, the US data revenues numbers are expected to exceed $15B
. 
In Japan and Korea, consumer messaging revenue only accounts for 30% of the data revenues, rest is from multimedia applications, browser traffic, and other infotainment applications. It is almost the reverse in Europe with 70-80% (on average) of the data revenue coming from messaging. There are some exceptions like Vodafone Spain, Telefonica Moviles Espana, and Eurotel, who have over 40% of their data revenues coming from non-messaging applications. For North America, the data revenue from non-messaging applications (excluding transport) is around 20%.  
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Figure 4. Average wireless data ARPU by country (2005)

In terms of data ARPU change, US leading in terms of absolute dollar amount. The average US data ARPU was up by $2.1 from a year ago, followed by Canada, Hong Kong, Korea, and New Zealand who all experienced modest gains.
Carrier Data ARPU report

Figure 5. shows the matrix of wireless data as a percentage of total revenues vs. wireless data ARPU in USD for some of the major carriers worldwide
. Since last year, the gap between the top two leaders NTT DoCoMo and KDDI has closed and several other carriers are doing rather well in engaging customers with content and data services. 3 Italy recorded the highest % data ARPU for carriers with data ARPU $5 or higher. 3UK and 3 Australia, O2 UK, and SK Telecom are all doing well primarily due to their 3G data services. In general, carriers can be roughly categorized as follows: 

A) Leaders – These are carriers who have been performing above the ($15, 15%) coordinate in the 9 box chart (figure 5) where $15 represents the data ARPU and 15% indicates that the data % contribution to overall ARPU. NTT DoCoMo is by far the leader by earning close to $1B/month from data services. Their stated goal is to derive 80% of their revenues from data services by 2010
. However, NTT DoCoMo’s position at the top of the wireless data world has been challenged recently by several carriers esp. by its archrival KDDI which surged past DoCoMo for two straight quarters. Their data coordinates respectively stand at ($17.3, 28.9%) and ($16.5, 28%). The trend in this category is of continued % value increase with low $ increase.
B) Influentials – In this category, carriers are generally have data contributing over 20% to their overall ARPU. Most of the European operators are in this category. Some of the prominent Asian carriers like KTF, Singtel, SK Telecom are in this category as well, especially KTF and SK Telecom are amongst the four elite carriers in the world (along with KDDI and DoCoMo) who eat, drink, live this stuff (i.e. data services). The trend in this category is increase in % value and slight increase in $ value. Some carriers are experiencing decline in $ value as well.
C) Upcomers – This category is dominated by North American operators like Verizon, Cingular, Sprint Nextel, Rogers, and T-Mobile who have recently graduated into the ($5, 10%) club. US wireless data market is growing at an impressive rate. Top 4 US carriers (Cingular, Verizon, Sprint Nextel, and T-Mobile) accounted for over $6.3B in wireless data revenues for the first half of 2006. Overall, wireless data service revenues exceeded $7B and the figures are likely to exceed $15B for the year 2006. Sprint retains its leadership position of highest wireless data ARPU in terms of absolute dollar amount at $7.25 but lost its number one spot in the % data ARPU to Verizon which now leads the US carriers at almost 13%. Average data ARPU is now $6.3 or 12%. This category represents the highest acceleration in data revenues both in terms of % and $ value.
D) Low ARPU - Even though China reported approximately $5.5B in data revenues, and the % contribution is over 20%, data ARPU is around $2, confirming what we already know – it’s a volume game. For India data ARPU is just over $1.2. It was approximately same for Brazil and Russia. Carriers in this category are primarily from China, India, and other developing nations where the overall ARPU ranges from $9-$12. Though the data % contribution for these carriers will improve along with the data revenues due to millions of net-adds for next several months, the absolute ARPU amount will stay relatively small compared to other prominent carriers. The trend in this category is that of declining $ value as % value increases.
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Figure 5. Wireless Data ARPU for major operators worldwide

The gap between the Japanese operators and the rest is closing fairly rapidly. Since our last research on the subject, several other operators such as 3 in Australia, Italy, and UK and SK Telecom in Korea narrowing the gap. The big four US carriers – Cingular, Verizon, Sprint Nextel, and T-Mobile are gaining ground as well as 3G takes a foothold in the US this year. As reported in our “3G – Hitting the Mass Market” paper, US market is priming for 3G growth by early 2007
. As of mid-2006, we are already over 7 million 3G subscribers in the US
. 
As noted earlier the Chinese and Indian operators have good % data contribution but the absolute dollar amount is low as the price pressure continues. It is interesting to note that while the tariffs in these markets are lowest in the world, operators are reporting over 40% EBITDA
 margins which is comparable to its western counterparts. This clearly points to the uniqueness of various markets and differences in cost structures and operations. 
Conclusions
ARPU is not the best indicator of carrier’s health. Average Margin Per User (AMPU) or Average Profit Per User (APPU) per month or over the life of the subscriber are better measures of carrier’s strategy and execution, however, since such details are not public knowledge, ARPU trending over time provides a good glimpse into how things are progressing with a carrier or within a given market. The good news is that wireless data usage is on the rise. However, to translate usage into revenues, one still has to be innovative, offer differentiated solutions, and put strong emphasis on consumer user experience, education, and marketing the services (not the technology), and provide good customer care. It is also clear that higher wireless data ARPU is directly correlated to creative business models that empower the entire ecosystem, device customization that enhances user experience and brand loyalty, and applications and services that benefit the customers.
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� Source: Chetan Sharma Consulting


� Source: Chetan Sharma Consulting


� Source: Chetan Sharma Consulting, Government Data


� Source: CTIA


� Source: Chetan Sharma Consulting 


� Source: Chetan Sharma Consulting, Analyst reports, Government data


� The data revenues include revenues from content as well network usage.


� Source: NTT DoCoMo.


� Source: Chetan Sharma Consulting, Analyst reports, Government data


� As discussed in our “3G – Hitting the Mass Market” paper, we continue to believe that 3G will hit the inflection point in the US in early 2007 leading to accelerated growth in the next 2-3 years.


� Cingular has been behind schedule in its deployment of UMTS/HSDPA handsets into the market


� Source: Sunil Mittal, CEO Bharti, July 4th 2006
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