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THRILLER APPS:
THE WIRELESS INDUSTRY FINDS
ENTERTAINMENT SELLABLE

Cellular-telephone companies are feeling market pressures from the economic
downturn and the cultural shifts attending that downturn. These new pressures are
worsening conditions for an industry already stressed by too many competitors and by
technology’s typical drive for more and more at lower and lower prices.

Apple’s success in allowing programmers outside the company to develop
applications for the iPhone has launched a healthy market for cellphone
applications — small pieces of software that enable a cellphone to perform some
diverting or functional service. These apps are becoming popular for all smartphones,
and as a result, entertainment on the cellphone — whether it be movies, TV
programming, music, communications and new apps — is providing some market

dynamism to combat the overall contracting fortunes of the cellphone industry.

Hardware and Hard Times

Inthe nearly three yearssince Apple introduced
the iPhone, the company hassold morethan 13 million of
the touch-screenwonders, althoughinrecentmonthsthe
pace has slowed considerably. Meanwhile, Apple’s
App Store, which sells individual applications (i.e.,
software) thatenable one of the devicesto play agame,
mimic amusical instrument, or bemuse an ownerina
seemingly endlessvariety ofways, hasfilled requests for
more than 800 million apps. Therein lies the market
dynamiccurrently driving thewirelessindustry: hardware,

notso much; entertainment, gimme more. (Wall Street
Journal, 3/6/09; Newsweek, 12/22/08)

The experience of handset maker Nokia
exemplifiesthe widerindustry’sexperience. Thefourth
quarter of 2006 signaled the company’stroubleswhen
itsaverageselling price per unitdeclined 4 percentfrom
the prior quarter. The company accepted the apparent
“sunset” market reality of the standard cellphone and
focused onthe *“sunrise” part of the industry —so-called
smartphones—because these more sophisticated devices
have more features, more memory, more speed and,
bestofall, highermargins. Inpursuitofthatsunrisearea
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of the cellphone market, Nokiain 2008 introduced the
5800, which could connect to 3G as well as WiFi
networks and could, for example, enable a user to
update his or her Facebook page from the handheld
device. Thenthe company brought forththe N97, with
its 3.5-inch screen, gwerty keyboard, Symbian S60
operating system, space for 32 gigabytes of mediaand
applications, a five-megapixel camera, GPS, stereo
Bluetooth and headphone jack. The company was
moving to where early adopters and “big spenders”
were supposedly lodged. (New York Times, 10/9/08,
12/11/08 and 1/23/09)

Memo o celf:Buy a miniature tape
fecorder so you can stop talking
1

nlo an M&Ms box.

Yet in October 2008, Nokia announced that
profitsmightfall shortof anticipated numbers, with sales
declining 5.1 percentglobally. The company noted that
the biggestdropswere in Western Europe butthat sales
inemerging marketswere still substantial. Despite the
hope of continued growth in international markets, in
January 2009 Nokia announced that global sales of
smartphones inthe fourth quarter of 2008 had declined
a sizable 32 percent. Moreover, its ventures into
developing-country markets had suddenly reversed
course, withsalesin China, for instance, decliningby a
worrisome 36 percent. In March, the company

announced 1,700 layoffs in its Devices and Markets
divisions. (New York Times, 1/23/09 and 3/18/09)

Similarkindsof stresses on hardware marketers
inthecomputer businessaswell asrivalsinthe cellphone
business have forced manufacturers into “market
jumping,” a context we first outlined in 2007. We
described a scramble for new markets ina cellphone
industry losing its pricing power, asituation inwhich
manufacturers were moving into servicesand service
providersintohardware, all to findsome growth for their
companies (see “Musical Chairsand Market Jumpers:
TheMobile Phone Industry ReachesaCritical Moment,”
IF 2827, 11/21/07).

Inthe currentenvironment, technology-market
stressesaretriggering scramblesacrossindustry lines,
not just across categories within one industry. For
instance, Acer, the South Korean hardware company,
Isgivingaway itssmartphone with a purchase of the
company’s Aspire One netbook computer. Atthe same
time, Dell, the PC maker, has a prototype for a
smartphone, and Asustek, a pioneer in the netbook
arena, has several smartphones coming to market this
year. Meanwhile, Nokia has announced that it could
marketalaptop computer inthe near future. Inshort, the
scramble for new markets, market sharesandpricingin
the hardware arena has started. (PCMag.com 2/19/09;
Information Week, 3/6/09; International Herald
Tribune, 3/2/09)

“Sorry. | think | just pressed ‘shuffle.””




Wireless and a Cultural Reset

In a more recent Briefing, we outlined some
changingattitudesand behaviorsamong consumersand
companiesasthey seek toadjusttheirthinkingand ways
of operating to adapt to new economic conditions.
Among those changed attitudes and behaviors, two
seem especially relevant to the wireless industry:
Sufficiency and Full Utilization (see “Radical
Unfamiliarity, PartI1: Dealing with Asset Depletion
and Pondering a New Standard of Living,” I1F 3003,
2/18/09).

Individuals are assessing whatis sufficientin
their lives—whatsize house isenough, whether the latest
clothingstylesare needed and how much technology is
adequate. Atsome pointduring thisreassessment, they
aregoingtoidentify alevel of cellphone sophistication
that meets their needs. They have already made some
adjustments asto howthey access wireless networks,
increasingly preferring carriers offering pay-as-you-go
plans rather than those requiring extended contracts.
Forexample, inthe fourth quarter last year, MetroPCS,
one of the cheaper and less complicated service
providers, added 520,000 new subscribers, the biggest
quarterly jump in its six-year history. Moreover, one
study showed that 20 percent of new pay-as-you-go
customers had switched from another carrier’s
extended-service plan, where service providers
typically enjoy 50 percentmargins. (New York Times,
2/21/09; USA Today, 3/20/09)

When individuals focus on the second of the
recentattitude shifts—full utilization—they are devising
waystoextendthe life of itemstheyalready own. Aswe
noted in the Briefing, shoe repair shops are currently
enjoyingaboostinbusiness between 20and 40 percent,
dependingon location. Forthe wireless industry, full
utilizationmeans fewer cellphone purchases, aslower
turnovertonew phonesandagrowing indifferencetothe
latesttechnology. AsNokia’sexample highlights, this
consumer shift is hitting the smartphone business
especially hard. Forinstance, inthe third quarter last
year, AT&T sold 2.4 millioniPhones, butinthe next
quarter, it sold only 1.9 million of the highly prized
handheld devices, a percentage decline in sales
reminiscent of Nokia’s smartphone sales in the same
quarter. (Investor’s Business Daily, 3/3/09)

Asconsumersresettheirvaluescales—rethinking
whatissufficientand planning howtoget full utilization
fromwhatthey already own—many differentconsumer
goodsandserviceswillundergorevaluations. Theearly
effects of these value shiftson the wirelessindustry are
starting to emerge, negatively affecting the carriers’
service-contract model and dampening the handset
manufacturers’ salesfigures. Yetthe industryalso offers
something that fits comfortably withemerging attitude
changes, productsthat could keep the industry dynamic
rightthrough the downturn: thriller apps.
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Marvin, Marvin, Marvin,

This place is a disaster--
first we'll rearrange the
furnitfure, erganize your
2D collection, then we 'l
do samething about that
nasty kitchen

MARVIM GETS & POCKET ORGAMIZER.

Fun Is a Good Thing

The more than 300 million downloads that
Apple’s App Store delivered in the seven months after
itsopening last July were for roughly 10,000 different
iPhone applications — that is, ten thousand different
tricks, gimmicks, gamesand playthingsthat consumers
spentanywhere fromonetotendollars (ormoreinafew
instances) toacquire. Currently, thesite’sofferingsare
closer to 15,000 apps, and the download figure has
surpassed 800 million. Here areafewexamples of what
iPhone users have been clamoring to own.

4 A company called Smule sells four
applications, each pricedatonedollar: avirtual cigarette
lighter, a virtual firecracker, a voice modulator that
elevates or lowersauser’s voice and Ocarina, which
converts a cellphone into an electronic “wind”
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instrument. Smule, which, when it started, hoped to
attract $100,000 worth of business in 2008, closed
theyearwithnearly $1 millioninrevenues. (Newsweek,
12/22/08)

4 Tap Tap Revenge, one of the App Store’s
most populargames, plays new musicasaccompaniment
to a series of challenges that call on the user to keep
tempo by completing certain feats of digital dexterity.
Thefree version of the game represented six million of
the App Store’s downloads, and its $4.99 version,
which plays a user’s preferred style of music, sold
100,000 copies. (Christian Science Monitor, 2/6/09)

4 Psyclops Dance Mixer enablesiPhone users
tomanipulate embedded music tracks for drums, bass
and lead guitars, piano, hornsand DJ turntablesto create
their own 30-second, four-track music video. The
“director” canselectfromanarray of animated figuresto
create virtual dance footage to fill the video or use their
ownimages. (Billboard, 3/7/09)

4 As 2008 came to end, several novelty
applications surged to the top of App Store sales,
including iBeer, an image of a mug filled with the
namesake beverage, which, whenthe iPhonescreenis
tilted, drainsthe mugas ifthe userwereactually drinking
the contents, and iFart, which on demand makes said
sound. On Christmas Eve and Christmas Day alone,
58,000 users together paid more than $40,000 to buy
their very own app that blurts out the special sound
effect. (edibleapple.com, 12/28/08)

Amongwireless customers betweenthe ages of
14 and 25, 53 percentsay they use their cellphones as
entertainment devices, and among those between
26and42, 44 percentviewthe handheld communicators
as a source of entertainment. Oddly enough, even
cellphonefuncoulditselfbeavictimofshrinkingattention
spans. Among users who download afree app, just20
percentare using itthe nextday. For paid downloads,
only 30 percentarestill using the trick or gimmick or
gamethe nextday. Giventhe vastnessofthe library of
games, gimmicksand gee-whiz gadgets available for
download, this one-day obsolescence “plan” could
keep sales figures buoyant for some time. (Adweek,
1/5/09; Information Week, 2/20/09)

Despite the focus onephemeral good times, not
all popular applications for cellphones are quite as
frivolous as iBeer. For instance, Shortcovers offers
bookandarticle downloadsto cellphones, asdo Google
and Amazon. Qualcomm’s MediaFLO will provide as
many as 22 live broadcasting channels over cellphones
in63 metropolitanareaswhenitgoeslive later thisyear.
Italready hasmore than 100,000 subscribers. Pandora,
a free app available for different kinds of phones,
“streams” radio onthe handheld device and is picking
up 20,000 new listeners per day. Merge Healthcare
has two services, both of which enable medical
professionalsand patientsto view radiological images
andthe likeonaniPhone (Merge Mobile) orany mobile
device that can connect to the Internet (Cedara
WebAcess). Typethe makeand model

At least I'm deceived, |
distracted and misinformed

with the coolest Technulugy!! ;

of your caralong withsymptoms ofa
malfunction, and the RepairPal app
displays possible solutionsand their
costs. ParkMark, an app for
T-Mobile’s G1 smartphones, uses
the device’snavigationtool to locate
wherethedriver parked hisor her car.
Also, in Kenya, Turkey and Japan,
individuals use cellphonesto pay bills,
send money to another phone owner,
withdraw money from ATMsand pay
for services. Meanwhile, Google is
enabling cellphone users to embed
GPS mapping systems into their
handheld devices, thereby enabling
themtofindalocal grocery store or
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some other specific location. (New York Times, 2/6/09
and 3/12/09; Billboard, 3/29/09; Multichannel News,
12/1/08; Publisher’s Weekly, 2/9/09; eweek.com,
12/15/08; Atlanta Journal-Constitution, 3/21/09;
International Herald Tribune, 2/16/09 and 2/18/09)

“Sorry, but I’m looking for a toaster
that | can also play games on.”

Going Where the Action Is

Funhasenlivenedthewirelessindustry,and not
surprisingly, everyone wantsto getapiece of thataction
—not always in ways that please some players in the
industry. Specifically, several unauthorized appstores
are planning to openand sell iPhone applications not
availablethrough Apple’s App Store. Cydia Store, for
instance, could offer several hundred iPhone appswhen
it opens, none of them approved by Apple. For that
reason, anyone downloading an app from Cydiamust
modify the iPhonetotransfer the app. Another planned
app store for unauthorized iPhone apps, Rock Your
Phone (RYP), claimsthatits programs do notrequire
usersto “jailbreak’ theiriPhonesto access RYP apps.
(CNET News, 3/6/09; Wall Street Journal, 3/6/09)

Forthe wider smartphone market, companies
have beenannouncing new app stores for every kind of
cellphone. Microsoftannounced itwouldopenanonline
store tosell applications for phones with its operating
systems. Soon thereafter, Google said it had an app
store inthe works. Research in Motion, maker of the
BlackBerry, announced that it would launch its own

outlettosell applications for its operating system, and
that led Palmtoreveal that it, too, was readying anapp
outlet. (CNN.com, 2/10/09; Information Week,
12/22/08)

Nearly all of these applications are the products
ofindividuals notassociated with either the hardware or
service providers. Assuch, they are operating in the
contexts we have called “amateurs no more” and
“customer,doitforus.” Inboth contexts, individuals,
who at one time were merely passive participants in
commercial processes, are now actively involved in
service fulfillment. In the wireless industry, they are
creating innovative ways to convert the one-time
communications device intoan entertainmentdevice.
The fact that those “outside” the industry are, in fact,
driverscritically involved with keeping the cellphone
market dynamic hints at the kinds of changes that
Internettechnology is forcing onbusinesses.

SALES

"Something’s clicking. I want you to find out what,
and click the holy hell out of it."

Mobile Entertainment Evolves

The world’s 4 billion wireless phones meet
different needs in different places. For developing
countries, cellphones overcome deficientinfrastructure,
offering communications, banking and telemedicine
servicesquickly andrelatively inexpensively. Among
highly developed countries, new hardware technologies
andwirelessservicesabound, creating constant market
battles. Recent hardware battles have forced
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manufacturersto cross industry boundaries, with PC
companies marketing cellphones and cellphone
manufacturers marketing computers.

Inthe cellphone business, ringtones boomed for
several years, providingadynamic market for wireless
carriersand music labels. More recently, e-mail, text
messagingand Twitter have expanded demand for data-
transmission capabilitiesand encouraged larger monthly
fees. Now, differentkinds of entertainment—withthriller

apps being added to a list that already includes TV
programs, movies, music and GPS mapping — are
bringingmoreinterestto cellphone use. Thediversity of
applications being created by independent
programmers could keep consumer attention on the
cellphone industry —at least until another service or
amusing trifle catches the users’ attention...like the
forthcoming projector cellphones that can beam photos
or Powerpointslides from asmartphone to the wall.
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