





Overview (continued)

«  This confluence underlines the opportunity held by Mobile for Development, which seeks to draw
investment and partnership to scale mobile-enabled services that can help to facilitate service delivery
in the absence of traditional modes of infrastructure that would otherwise do this. Indeed, Mobile for
Development is a growing sector, with well over 1,000 live services now tracked by the GSMA across
the developing world in verticals such as money, health, education and entrepreneurship. The problem
is that while the sector has enjoyed continued growth in the number of services over the last 5-7 years,

scaling up services still proves to be a challenge and sustainable business models continue to be
elusive.

« This work is designed to inform and add insight to help address these challenges. It has been
developed by Mobile for Development Intelligence with support from the Rockefeller Foundation. Our
inclusive approach included a research process and production of an interim and final report in April
and May 2013 respectively, with a series of peer review workshops held in Nairobi, Kenya and
Washington DC to drive collaboration and thought leadership across stakeholder groups.
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In Africa, call minutes are generally
higher than texts (e.g. around 3-4
minutes per day vs. 1-2 SMS)

There is also the use of other
functions using a mobile
— P2P money transfers

— Cash ins and outs using a mobile
account

Text-based communication should
be seen beyond just SMS

— Social networking — e.g. 5% of
African population uses Facebook,
but this goes up to 30% among
those who use the internet

— As people get even low end phones
with basic data access, social
networks likely to become more
popular mode of communication on
mobile
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Prepaid and contract plans

Term

Customer spend

Barriers to acquisition

Mobile operator view

Is the dominant
structure in

Prepaid

None

Limited by size of top up (often $5 or under)

Logistical (e.g. proximity to an airtime
vendor)
SIM registration provides identity barrier

Lower customer lifetime value on airtime
fees; less willing to subsidise handsets
Limited ownership of customer
Lower data/VAS uptake

Africa, Middle East, Latam, parts of Asia
(e.g. China, India)
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Contract

Commit to minimum (e.g. 18, 24 months)

Minimum = contracted months x monthly
tariff

Maximum = minimum + overage + other
(e.g. roaming)

Low income
Lack of identity documents
Poor credit history
Lack of credit history

Higher customer lifetime value on airtime
fees; more willing to subsidise handsets
Better knowledge/relationship of end users

North America, Western Europe, parts of
Asia (e.g. South Korea, Taiwan)

Source: MDI Analysis



How do the mobile operators think about different markets?
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Growth of the mobile sector in many
developing countries is higher than
in mature markets given their high
economic growth and continued rise
In mobile penetration

However, people spend much less
on mobile in developing markets, as
the vast majority of users are
prepay, making airtime costs a
higher share of income (e.g. 2-3%
on average, more for markets such
as Kenya, compared to around 1%
in developed markets)

This ratio would be even higher
among the base of pyramid users
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High growth, low spend
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There is a higher concentration of market
share in developing relative to developed
markets

However, this has mitigated in many

developing markets over the last few years
(the opposite has occurred in some notable

developed markets such as the US and
UK)

Lower concentration generally translates
into a more competitive marketplace,
particularly by reducing prices

In combination with several other factors
(e.g. increased network coverage, lower
handset prices), this has helped drive an
increase in mobile penetration in the
developing world

Key for governments to understand this
virtuous circle to promote healthy
competition
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Healthier competition helps prices

Mobile operator competition (HHI)

i

HHI = sum of squared
subscriber market share

The greater the value, the

greater the concentration

of market share (generally
less competitive)
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Source: GSMA Intelligence, MDI Analysis



Smartphones and featurephones

We estimate still less than 10%
of people have a smartphone in
the developing world (nearing
50% in US/Europe)

Smartphone penetration will
rise, but less for low income
segments

Regional variation, especially
for smartphones
Higher in Latam

Lower in Africa (where the
smartphone may serve more
of a community role (e.g.
community health worker,
agricultural co-op’s) for the
time being

By sheer size, East Asia
(dominated by China), Africa
and South Asian regions have
the most mobile subscribers
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Outlook
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Key influencing factors

1. Networks and coverage

2. Handset utility and
access to data

3. Income growth

Mobile in the developing world
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Mobile penetration will continue to
inexorably rise, but...

The shape and dynamics are more
fluid, particularly in terms of the
impact on lives of the base of
pyramid versus the mass market

Source: MDI Analysis



Networks and coverage: roll out so far

» 2G coverage is generally much more widespread than Network coverage, Kenya (Safaricom)
3G in developing markets (average 2G coverage is ’

around 95% of population, with 3G often below 70%)

» 3G coverage is growing, but there remains a sizeable
urban-rural coverage gap due to roll out costs
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Networks and coverage: roll out to come

« Coverage will continue to increase, especially Network coverage - APAC
for 3G
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video) — in other words, what people do on a 2011 = 2017 (f)
phone, not supporting whether they can own a

phone
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Networks and coverage: challenging economics in the pipeline?

*  Mobile networks transfer data over radio
spectrum, while fixed broadband
networks transfer data via copper or fibre
optic

*  This means the data economics are more
challenging using mobile

»  Currently, this is not a problem because
most people in developing markets use
featurephones, which use less data than
smartphones, and much less than a home
broadband connection

*  However, as more people use data that
networks have to absorb, the cost of data
to consumers may rise, with more
stringent usage caps also a possibility

« Usage caps are more likely to impact mid
and high end users, with price rises
impacting mid and lower income
segments
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