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In Handsets: Demolition Derby (Nov. '09), we said 

the market would grow more than anyone imagined 

(+14%, with consensus at ~8%), but competition 

would bring brutal price declines.  In 1Q10, units 

grew 22% yoy to 332m, while 2Q10 should top 

13%, on track for 1.5bn in '10 (incl. Mediatek-based 

vendors).  The industry is entering an excellent 

2H10 product cycle, but a crowded market will 

bring fresh lows in pricing: this forecast can 

already be seen in poor Nokia and LGE results 

(a combined 42% of '09 industry units). 
 

As new entrants seek share gains and smartphones 

hit $100/€100 prices, market leader Nokia trimmed 

guidance twice and LG, Motorola and SonyEricsson 

combined lost 150bps of share, all hovering around 

breakeven (or in losses).  Palm was sold in distress. 

We still expect a second-half punch-up, with 

lower pricing, rising units, and stubbornly low 

margins at many Tier Two vendors, even as 

Apple, RIM and HTC ramp units in a buoyant 

smartphone market (up 49% to 303m units).  We 

see a bare-knuckle brawl for share coming in 4Q10. 

Jabbing at Profits?  Value (and profit) share is 

shifting: Nokia, Samsung and LG sold 60% of 

industry units in 1Q10, unchanged from 1Q09, but 

saw value share drop from 53% to 51%.  RIM, 

HTC and Apple grew industry value share from 

19% to 25% in the same period.  The top three 

smartphone vendors should have '10E profit 

of $10.5bn, far ahead of the top three 

volume brands ($6.7bn). 

 

Pummeling Costs.  Mobile devices face relentless 

pressure on gross margins, with little left to squeeze 

out of struggling component suppliers.  New models 

need better cameras, displays, processors and more 

memory.  New PC-led entrants hope for 15-20% 

gross margins, not the 30%+ targeted by leading 

OEMs.  We see a return of "market entry" pricing 

in 2H10, clouded by FX and cross-subsidies 

from infrastructure, services, or components. 

 

Tablet Mania.  Dozens of OEMs aim to copy Apple’s 

iPad, but cannot rely on carrier subsidies (which failed 

to support netbook sales).  We see $200-300 

wireless tablets becoming a major new product 

segment in developed and emerging markets. 

 

Fight or Flight?  A $175bn mobile device market – 

one of the largest tech end markets – growing 16% 

in '10 (or 10% excl. Apple) is bound to attract new 

entrants. There are simply too many me-too 

models: until some exit, the fight will not end. 

Mobile Devices: Fight Club 
Telecom Equipment  24 June 2010 

We re-worked our global handset forecasts to 

fully reflect Mediatek-based vendors, early 

2011 estimates, and to break out smartphones.  

Table 1: Units and Share, Leading OEMs 

 '08 Units % Chg Market 

Share 

'09 Units % Chg Market 

Share 

'10E 

Units 

% Chg Market 

Share 

Nokia 468m 7% 36% 432m -8% 33% 473m 10% 32% 

Samsung 197m 23% 15% 227m 16% 17% 277m 22% 19% 

LGE 101m 25% 8% 118m 17% 9% 126m 7% 8% 

SonyEricsson 97m -7% 8% 57m -41% 4% 51m -10% 3% 

Motorola 100m -37% 8% 55m -45% 4% 38m -32% 3% 

Apple 14m 301% 1% 25m 84% 2% 44m 74% 3% 

RIM 23m 97% 2% 35m 55% 3% 48m 36% 3% 

HTC 12m 22% 1% 12m 2% 1% 18m 49% 1% 

ZTE 37m 82% 4% 32m -8% 3% 40m 24% 3% 

Others* 249m 49% 19% 320m 28% 24% 387m 21% 26% 

Total 1,295m 11%  1,313m 1%  1,502m 14%  

Source:  Arete Research estimates.  * Others incl. Japanese OEMs, Mediatek-based ODMs and OEMs, and PC vendors.  
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Nowhere to Hide in the Ring 

The handset market structure long had one 

heavyweight (Nokia) battling a clear contender 

(first Motorola, then Samsung) with a host of 

other challengers waiting in the wings.  Since '08, 

the gap between the top two major vendors and 

the three legacy followers (LG, Motorola and 

SonyEricsson) widened.  Yet volume share only 

tells part of the story, since two are shifting their 

model to smartphones.  Indeed, the last two 

years showed a dramatic shift in industry value 

and profit distribution, led by software and 

services platforms.  We expect Apple, RIM and 

HTC to generate 1.8x Nokia and Samsung 

combined profit in '11, when they only 

accounted for 48% of it in '08 (see Figure 1). 

 

Figure 1: Top Two Volume vs. Smartphone 

Vendors Value (Chart 1) and Profit Share 

(Chart 2), '07–'11E (US$M) 
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Source:  Arete Research estimates, Company reports. 

 

Table 2 makes clear why this industry is so 

attractive: it is large, and growing, even if Apple 

is taking the largest share of incremental sales.  

 

Table 2: Handset Industry Sales Value 

 '06 '07 '08 '09E '10E 

Units 989m 1,160m 1,295m 1,313m 1,502m 

% YoY 22% 17% 12% 1% 14% 

Sales  $132bn $147bn $157bn $152bn $175bn 

% YoY 9% 11% 7% -4% 16% 

ASPs  $134 $127 $121 $115 $117 

% YoY -9% -5% -4% -5% 1% 

ASP ex 

Apple 

 $125 $116 $106 $103 

% YoY   -7% -9% -3% 

Source:  Arete Research estimates.  

While industry value shifted towards "pure play" 

smartphone vendors, following this shift has not 

worked for everyone: Palm was struggling to 

boost low gross margins, limit cash burn, and 

clear unsold channel inventory when it was 

bought by HP for $1.2bn.  From '05, we saw a raft 

of Taiwanese vendors (Asus, Acer, iMate) seek 

share with WinMo; they all failed. Now every 

vendor thinks it can find growth in smartphones: 

Nokia and now Samsung are responding by 

offering open OS devices at mid-tier price levels. 
 

Table 3: Smartphone Units Expected in '10 (m) 

 1H10 2H10 FY10 2H/1H 2H YoY 

Nokia 42.6 53.5 96.1 26% 44% 

SEMC 4.4 7.0 11.4 59% 25% 

HTC 7.7 10.1 17.8 30% 58% 

Apple 18.9 24.7 43.6 31% 53% 

RIM 21.8 26.0 47.9 19% 36% 

Motorola 5.1 8.0 13.1 57% 344% 

Samsung 6.4 11.5 17.9 80% 194% 

LG 1.4 3.5 4.9 150% n/a 

Others 23.0 27.4 50.4 19% 5% 

Total  131 172 303 31% 48% 

All Handsets 683 818 1,505 20% 12% 

S'phone as 

% of Total  

19% 21%    

Source:  Arete Research estimates, Company reports. 
 

The market mix is shifting roughly 1% per quarter 

towards smartphones (19% of 1Q10 units) 

helping to stabilise overall industry ASPs.  Table 

3 shows ~49% growth in smartphone units 

to 303m in '10; we see another 32% in '11, as 

low-cost Android devices add to volumes.  While 

nearly every vendor expects smartphones to 

accelerate in 2H10, there will still vast disparities.  

Apple, RIM, and HTC collectively made more 

EBIT than Nokia in '09; their sales will pass 

Nokia's total sales in '10 (see Table 4). 
 

Table 4: Nokia Passed by Smartphone Peers 

 Nokia 

'09 

Nokia 

'10E 

Apple/RIM/

HTC '09 

Apple/RIM/

HTC '10E 

Units 432m 473m 72m 109m 

Sales $39bn $39bn $31bn $48bn 

EBIT $4.9bn $3.6bn $5.9bn $10.5bn 

Source:  Arete Research estimates for all cos. for '10E. 
 

LGE, Motorola and SonyEricsson are showing 

the beating legacy featurephones have taken: 

LG sold just 400k smartphones out of 27.1m units 

in 1Q10, while US$ ASPs plunged 20% yoy in two 

quarters to $107.  Its FY10 target of 140m units 

looks unreachable, and it is close to breakeven from 

4Q09 through 3Q10E, after 7% margins in '09.  LG 

has yet to provide a differentiated UX/UI with its S-

Class (Arena) UI failing to get traction.  Motorola 

and SonyEricsson are also transitioning from 

featurephones to smartphones, both trying to defend a 

few core geographic markets (for Motorola, N. America 

is ~60% of sales, for SonyEricsson, EMEA is ~50%). 
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Neither now pursues double-digit volume share or 

has achieved sustainable profit.  SonyEricsson is 

partly phasing out its Walkman and Cybershot sub-

brands, but like LGE, still supports an unfeasibly wide 

range of platforms (WinMo, Android, Symbian and 

their own legacy platform) for their scale, resulting in 

long product cycles; while they are not ramping a 

fresh portfolio, their long-term fate remains unclear.  

Motorola has committed itself near-term to Android, 

though it is gradually acquiring software assets to 

widen its portfolio.  Operators are increasingly 

using own-brand ODM models to fill range 

planning slots that had gone to featurephones 

from LGE, SEMC, and Motorola. 

 

Table 5: Shifts in Share Among Leading 

OEMs, 1Q08 to 1Q10 

 1Q08 

Share 

1Q10 

Share 

+/- 

Share 

Chg. in 

Units 

Motorola 9% 2% -700bps -19m 

SonyEricsson 8% 3% -460bps -12m 

Samsung 15% 19% +400bps +18m 

LGE 8% 8% +10bps +3m 

HTC 1% 1% +20bps +1m 

RIM 2% 3% +170bps +6m 

Apple 1% 3% +210bps +7m 

Source:  Arete Research estimates. 

 

One way to mitigate featurephone declines is 

to target 3G rollouts in BRIC markets.  Even 

with China's "managed competition", operators 

expect rising 3G subs growth in 2H10, led by China 

Mobile's target of 15.5m TD subs by YE10 and 12m 

each at China Telecom and China Unicom.  CT 

boosted subsidies in May, and shifted focus away 

from datacards, launching EVDO/WiFi phones from 

2H10.  Samsung, LGE and Nokia should benefit as 

3G handsets (across all technology variants) see 

ASPs drop to $100-120.  India will start to see 3G 

voice-centric devices ramp into 1Q11 service 

launches, first targeting high ARPU 2G customers.  

Nokia, Samsung and LG seem well-positioned to 

benefit from this trend, but operator-branded 

devices and local vendors are gaining traction.  

Emerging markets' 3G offers another healthy 

boost to volumes, but will again invite lower 

"market entry" pricing in pursuit of share. 

 

The two Korean suppliers saw share rise from 23% in 

'08 to 28% in 1Q10, even as LG lost share and 

Samsung added few new models.  Now, a new set 

of Asian suppliers are further shifting units 

Eastwards.  ZTE sold 8.6m units (+18% yoy) while 

Huawei shipped 9.5m units (+41% yoy), each 

nearing 3% share.  Together, they aim to ship 108m 

units in '10; if Huawei reaches 60m units it would be 

the 4th largest handset maker by volume (and the 

7th or 8th by sales).  Both are collaborating on 

operator-branded devices moving from the low-end 

(e.g., ZTE's V125/V225 models for Vodafone's 

emerging markets units) to mass-market 

smartphones (e.g., Orange's Boston and Tactile 

Internet models, T-Mobile's Pulse Mini, and Vodafone's 

new Huawei 845).  Huawei and ZTE have clear 

traction with operators for €100-150 own-brand 

smartphones.  The implications for leading OEMs like 

Nokia are clear (see Nokia: Icebergs Ahoy!, June '10). 
 

Figure 2: Demolition Derby, Early Rounds 
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Source:  Arete Research. 
 

Android, Mediatek: Jabbing Away 

What helped these new entrants into the market?  

In a word, Android.  It has done what WinMo 

long tried, but failed to accomplish.  It allowed 

new entrants to "bring up" devices in higher-tier 

segments, without the upfront license fees Microsoft 

(still) demands.  Microsoft never proved its claim 

that launching devices based on WinMo would be 

easier than rival platforms.  Google's business model 

allows them to "give away" Android, while Microsoft 

cannot be seen to offer "free" software.  Android 

also encouraged a fresh wave of hopefuls to try to 

match Apple's example of selling millions of $600 

ASP mobile devices (something Taiwanese vendors 

failed to do with WinMo from '05-'08). 
 

At the low-end, Mediatek is enabling new 

entrants, even with their own challenges (see 

Mediatek: No Pain, No Gain!, June '10).  Bundling 

software with chipsets into a platform allowed 

relatively unskilled vendors to rapidly "bring up" 

devices (see Mediatek: Out of the Shadows, Mar. '10 

and Mediatek: No Pain, No Gain!, June '10).  This 

system-level offering helped smaller opportunistic 

vendors seek share at low (15-20%) gross margins.  

Some, like India's Micromax, were distributors that 

became OEMs, and are now gaining share and 

expanding overseas.  With growth slowing to 10-

15% yoy in China and India, local vendors are 

targeting MidEast/Africa (where Nokia has over 50% 

share), LatAm and smaller SE Asia markets.  

Mediatek-based vendors will launch 2G Android and 

WinMo smartphones as well as low-end 3G devices 

from YE10, and support browsing by integrating 3rd 

party solutions like Opera.  Porting Android (as a 

software platform now marketed to 

consumers) to Mediatek chipsets should bring 

a fresh wave of mid- and low-tier competition. 
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This combination of standard chipsets and 

software is bringing the mobile device space more 

in line with the PC industry, as we previewed in 

PC vs. Handsets: Clash of the Titans (Jan. '09).  

In 1H10, we saw PC brands clarify smartphone 

ambitions, most radically with HP buying Palm for 

$1.2bn (it has tried to make iPaq's into 

smartphones since '03).  Acer, Dell and Asus all 

plan to ship a range of smartphones in 2H10, 

seeking to build on operator relationships formed 

in '09 with efforts to sell subsidised netbooks.  

The PC OEMs are outsourcing supply chains to 

ODMs like Foxconn and distributors like Brightstar 

or Brightpoint, but need deeper engagement with 

operators in product development and testing.  

The challenge to industry economics comes 

from the PC OEMs' template of 15-20% gross 

and ~5% EBIT margins, levels that 

established OEMs like Nokia or Samsung 

would find hard to accept. 

 

Figure 3: New Entrants 

Huawei Dell ZTE AcerGarmin/
ASUS

Huawei Dell ZTE AcerAcerGarmin/
ASUS

 

Source:  Arete Research. 

 

Ducking Margin Pressure 

We have long said "feature-creep" (see Wipe Out! 

Oct. '08 and Demolition Derby, Nov. '09) would 

raise costs for vendors: the cost curve of baseband 

modems, higher-speed apps processors, camera 

modules, LCD and OLED displays and memory has 

not in every case been falling as fast as overall 

device ASPs.  The OEMs' reaction to feature-creep 

has been to put even more pressure on suppliers to 

lower BOM (bill of materials) costs.  So far, this 

effort has not worked for all components: Figure 4 

shows that wireless semis content per handset has 

been flat for six quarters, still ~10% of handset 

ASPs, even as those ASPs declined (excl. Apple's). 

 

Figure 4: Handset ASP vs. Wireless Content 
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Source:  Arete Research estimates, Company reports. 

Further cost reductions are limited by memory supply 

tightness or in OLED displays, by having only one 

supplier (Samsung Display) until early '11.  There are 

only two vendors with commercial HSPA+ chipsets, 

but this may not bring premium pricing.  In application 

processors, there are still too many vendors (some 

with integrated baseband offerings, others with 

discrete).  Qualcomm, ST-Ericsson, Apple, Samsung, 

Marvell, Broadcom, Mediatek, Freescale, Intel, Nvidia 

and Renesas are all engaged in mobile computing 

segments.  While this market is still nascent, 

chipmakers face significant R&D costs to port key 

software platforms to these processors.  Since major 

OEMs will be risk-averse in committing to unproven 

solutions (and the fact Apple has its own AP) means 

we see this space concentrating in years ahead.  

Device OEMs cannot assume someone down the 

food chain will always fund R&D to support 

differentiated products: Apple's effort to shape 

components in its products speaks to this fear. 
 

The simple fact is the market is far more 

competitive and less concentrated now than 

two years ago.  As Figure 5 shows, in 1Q08, Nokia 

generated roughly half the industry's gross profits.  

Now it has under 30%.  Nokia now aims to sustain 

"smartphone" share with lower-cost Symbian devices 

(e.g., C6, E5, C5, etc.), while pitching its flagship 

device (the N8) at lower price points than rivals.  

Nokia would have just 17% share of 

smartphones, not its claimed 32%, if based 

solely on higher-end N- and E- Series devices.  

Apple now has ~20% of industry gross profits, 

nearing Nokia and Samsung.  In the meantime, 

we are seeing HSPA, WiFi, GPS and Android 

getting into the mid-tier, with devices like 

Samsung's Corby or ZTE's Tactile Internet. 
 

Figure 5: Gross Profit Share, 1Q08–1Q10 
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Source:  Arete Research estimates, Company reports. 
 

The apparent ASP stabilisation masks a harsher 

reality: excl. Apple, ASPs fell 9% in '09 and 

should drop 3% in '10.  Hence, it is no surprise 

that despite efforts to cut BoM costs, leading OEM 

margins continued to fall, in part due to Mediatek 

customers targeting sub-$50 segments, while 

operators focus their subsidies on smartphones. 

Table 6 shows EBIT margins at leading OEMs. 
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Table 6: Handset EBIT Margins, '07-'11E 

 '07 '08 '09 '10E '11E 

Nokia 21% 17% 12% 9% 10% 

Samsung  11% 9% 11% 9% 8% 

LGE 9% 12% 7% 1% 4% 

SEMC 12% -1% -16% 4% 7% 

Motorola -6% -18% -17% 0% 3% 

HTC 26% 20% 17% 15% 14% 

RIM 27% 29% 22% 21% 18% 

Apple n/a 24% 27% 27% 25% 

Source:  Arete Research estimates, Company reports. 

 

Selling 2.3m units into a buoyant US smartphone 

market allowed Motorola to boost ASPs from 

$130 in '09 to $191 in 1Q10, but profits are not 

expected until YE10.  SonyEricsson's return to 

profit was helped by currencies adding €5 qoq to 

ASPs (which rose from €120 in 4Q09 to €134 in 

1Q10); EBIT would have been barely positive 

otherwise.  We do not see either reaching double-

digit margins in the medium-term (except if they 

slash R&D and SG&A, leaving them with little 

business in 12-24 months).  Yet neither are giving 

up: SonyEricsson's parents are investing more, 

and Motorola will start afresh (with Home) in '11.  

Nokia margin guidance has been reduced twice 

already in 2010.  The failure to remove this 

"excess capacity" ensures tough pricing, a 

point encouraged by operators. 

 

Bobbing and Weaving: New 
Business Models 

With smartphones reaching a fifth of the device 

market, and set to be boosted further in the shift 

from USB modems and netbooks to tablets, the 

device OS and related services are now driving 

consumer purchasing decisions.  All traditional 

handset vendors (except Nokia) have 

embraced the PC industry model, integrating 

standard chipsets and software (now Android 

and, in time, WinPhone7).  Chipmakers are "pre-

integrating" the latest releases of Android to allow 

OEMs to rapidly "bring up" devices.  Whereas the 

previous IPR battles were about modem 

technology, the next wave are around software 

IPR, often inherited from the PC space (see 

Software IPR: Holy War II, Mar. '10). 

 

Among OEMs, only Nokia has invested heavily in its 

own services platform (adding Metacarta and Novarra 

in 1Q10 to a long list of acquisitions in software and 

services).  Platform vendors (Google, Apple, RIM, 

Nokia and Microsoft) are looking past device sales to 

advertising (e.g., with Admob, iAd), content (Comes 

With Music), and integration with other services (e.g., 

Xbox gaming).  When one excludes "fees" for 

distributing applications, this segment remains tiny, 

but carries a burden of heavy expectations. 

Tablet Mania.  The rising levels of computing 

power in today's high-end ARM-based apps 

processors and the desire to find new product 

categories to reach high-end consumers sparked a 

"gold rush" mentality to address the emerging tablet 

space, sitting between netbooks and smartphones.  

The iPad generated more than 3m initial sales (see 

Apple: Channel Update No. 1, June '10): it 

encouraged dozens of copycat products, even if they 

lack distribution platforms for content or 

applications.  There are both hardware (QCOM, 

NVDA, INTC, ARM, BRCM, MRVL, etc.), and software 

platform (Android, MeeGo, Win7, WebOS) plays 

here.  After subsidised netbooks proved a failure, 

operators launched more tiered dataplans (largely 

ending "unlimited" options).  We see little risk of 

tablets eating into smartphone demand; instead, 

they should re-define the space between 

notebooks, netbooks and other connected mobile 

devices.  We see no reason why the many 

handset OEMs struggling with smartphones 

will find success with tablets: as Apple is 

showing with the iPad, this category is 

defined by its back-end platform, not by the 

ability to just make a tablet product. 

 

Likewise, carriers have begun their own efforts to 

"own" the address book and contacts (e.g., 

Vodafone 360), and provide storage for customers 

(if simply to reduce churn).  Enhancing and 

clarifying these services offerings means it is 

unlikely vendors can dramatically cut R&D 

and SG&A expenses in the near-term, 

without themselves becoming like ODMs.  

The next wave of services integration (with 

content served onto a wider range of devices from 

PCs to TVs) promises to be even tougher, but no 

OEM seems willing to step out of the ring (see 

Elephant in the Living Room, Mar. '10). 
 

Coming Next: TKOs 

While we cannot envision many OEMs quitting such 

a large market – indeed, many like Dell, Garmin, 

Acer, Huawei and ZTE are just getting warmed up – 

we can see some gradually getting ruled out of 

contention.  The main challenge for all vendors 

is simple: differentiation.  Apple is staying out of 

the melee by doing this with its brand and platform; 

Android promises other OEMs the platform, where 

they add the brand.  Nokia is seeking to put its 

maps assets and brand to work, while its effort in 

music fell short.  RIM works outwards from a single 

service.  There is no escaping the pressures 

on pricing as the most obvious way to stay in 

the ring.  As we have already seen in 1H10, 

this industry will see its fair share of bloody 

noses in the coming year. 
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