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Actually, The US Smartphone
Revolution Has Entered The Late

Innings
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This is a report from Bl
Intelligence, our new
research and analysis
service focused on the
mobile ecosystem.
Subscribers can access our
entire library of research,
charts, and data. Sign up
for a free trial of Bl
Intelligence here.

To listen to some mobile
industry executives and
investors tell it, you would
think the smartphone
revolution was just beginning.
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In the United States, however--one of the more mature smartphone markets--we're actually
already entering the later innings.

Specifically, smartphone penetration in the U.S. has reached the point where market growth
will begin to slow rapidly. And in a few more years, the U.S. market will be almost fully

penetrated.

The maturing of the U.S. smartphone market, combined with the less-attractive financial
demographics of future new users (most affluent Americans already have a smartphone),
mean that the growth rate of the U.S. smartphone ecosystem--gadgets, apps, ads, mobile
commerce, and mobile web usage--will also likely slow over the next few years.

Executives and investors who still regard the U.S. smartphone revolution as being in its
early stages, therefore, should take heed.

The U.S. Smartphone Market Is Already More Than Halfway Penetrated

Recent data suggest that the U.S. smartphone market is already more than halfway
penetrated. This is important, because the growth rate of most technology markets tends to
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slow rapidly once the halfway point has been reached. » INSTANT POLL: Mitt Romney Annihilated

i Obama
Let's put some numbers on this.
» Republicans Are Finally Obsessed With Mitt

- There are approximately 310 million people in the United States. Romney After Wednesday's Debate Massacre

- Of these people, approximately 250 million are over the age of 14.

According to Comscore, about 235 million of these Americans use mobile devices Most Read

- |t seems likely that almost all of these folks will eventually have smartphones. Read Commented Recommended

- This creates a "total addressable market" for smartphones of about 225 million people
in the U.S. THE STATE OF THE INTERNET

‘ [SLIDE DECK] 1,630,156 Views

The Sexiest CEOs Alive!
- Comscore says 114 million Americans used smartphones in July, 2012 ; 1,591,558 Views

Several recent data points suggest that this market opportunity is at least halfway
penetrated.

« Flurry reports that there are at least 165 million active Android and Apple iOS

devices in the U.S. and that they are used by 78% of the adult population (age 15-64). ‘ ;iii:fngt:;u;gﬁﬁ:tz?goEZPN'S

- Nielsen reported that two-thirds of of handsets sold in Q2 2012 were S SR R

smartphones and that the market is now 55% penetrated (see chart below) po— ‘ Ordering Tricks That Will Get You
= - . VIP Treatment At Restaurant Chains
- The vast majority of the primary smartphone market, U.S. adults % 457,730 Views

between 18-54, already have smartphones. The demographics of those who
don't yet have smartphones, meanwhile, are older Americans and those who make less

than $50,000 per year.
Read Business Insider
On The Go

No matter which of these numbers you use, the conclusion is that the U.S. smartphone
market is now more than 50% penetrated.

o
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(Bl Intelligence subscribers can access all the charts used here as well as the
underlying data used to create them. Sign up for a free trial of Bl Intelligence here.)
Read Me

So if the U.S. smartphone market is already more than 50% penetrated, what does this
mean for the future growth of U.S. smartphone sales--as well as app sales, advertising
sales, game sales, and all the other sales that depend on smartphone growth?

HENRY BLODGET
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23

To answer this question, it makes sense to look at the typical "diffusion” curve for new
technologies.

-
-
‘
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As described by sociology professor Everett Rogers in a 1962 book Diffusion of Innovations, The new iPhone.
new technologies tend to follow a standard adoption curve. The curve can be broken down
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Wikipedia, Everett Rogers
As the chart shows, the peak of market growth in terms of annual unit
gains occurs around the halfway mark. Shortly after the halfway point is reached, the number
of incremental new users each year begins to decline. And soon, when the market becomes
saturated, unit growth flattens.

Thanks to our partners
The year-over-year growth in the number of new smartphone users in the U.S. has grown

rapidly in recent years. As the chart below illustrates, it grew from about 10-15 million new DATAPIPE i % catchpoint +- OOVYALA
users per year to a peak of about 35 million in the fourth quarter of 2011. e ety i '

Although real-world data rarely follows a curve as smooth as the textbook diffusion curve
above, it seems reasonable to conclude that 2011 and 2012 will mark the peak years for
smartphone growth in the U.S. Hereafter, as we enter the "late majority" and "laggards”
phases of market development, growth of new smartphone users will rapidly slow.
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U.S. Smartphone Market: Year-Over-Year Net Adds
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And there's another factor to keep in mind: The demographics of Americans who already
have smartphones as compared to the demographics of new users who will buy them over
the next few years.

Specifically, as the following chart shows, most affluent Americans aged 18-54
already have smartphones. The Americans who don't have smartphones, meanwhile,
tend to be those who make under $100,000 per year and are older than age 55. The least-
penetrated segment of the U.S. population--and, therefore, the segment that will likely see
the most new-user smartphone growth in the next few years--are Americans aged 65 and
older who make less than $50,000 a year.

Q
Smartphone Penetration By Age And Income (U.S.)
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Source: Nielsen Mobile Insights, Q1 2012

(To access Bl Intelligence's full reporting on Mobile Usage, sign up for a free trial
here.)

What does this mean?

It means that the as-yet unpenetrated segment of the U.S. smartphone market--the "late
majority" adopters who will likely buy smartphones for the first time over the next few years--
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are older and poorer than the Americans who already own smartphones.

All else being equal, these new users will likely spend less on smartphones
and apps, and be a less-valuable demographic for advertisers and
commerce companies, than the Americans who already have
smartphones.

The Implications
So, what will happen as the U.S. smartphone market matures?

At the most basic level, the U.S. smartphone market will soon lose one of its primary growth
engines--the rapid growth each year in the number of new users.

Thus, as the market matures:

- Smartphone sales in the U.S. will increasingly become driven by
replacement and upgrade sales rather than new-user sales. This will lead
to a sharp slowdown in the growth rate of smartphone sales.

Similarly, the "smartphone ecosystem" will also lose one of its growth engines. As it does,
sales growth will become far more dependent on "same-store sales"--additional sales to
existing users--rather than sales to new smartphone users.

Specifically:

- App sales, smartphone advertising sales, game sales, smartphone web-
usage, smartphone commerce, and other major smartphone ecosystem
markets will increasingly be driven by additional sales to existing
smartphone owners, rather than sales to new smartphone users. This will
likely lead to slower growth across the ecosystem.

Importantly, this does not mean that there will be no growth in the U.S. smartphone market
and smartphone ecosystem over the next several years. The replacement and upgrade
market is alive and well, and there are still more than 100 million Americans who don't yet
have smartphones that will ultimately have smartphones. Also, as wireless data speeds
increase, new generations of phones arrive with ever-sexier features, and new apps
increase the utility of smartphones, existing users will likely continue to drive additional
growth.

But the growth rate of these markets will likely begin to slow sharply, for two reasons:

« The number of new smartphone users added in the U.S. each year in
the future will be fewer than the number added in the past couple of
years

+ The next 100 million U.S. smartphone users-many of whom will be
older people and people with lower incomes--will have less disposable
income and spending power than the 110+ million who already have
smartphones. These new users will be more likely to buy cheaper smartphones and
spend less money on apps and commerce than existing smartphone users. They will
also likely be a less valuable demographic for advertisers.

Importantly, now that tablets have created a whole new gadget market--and now that tablets
in many cases provide similar functionality as smartphones--the "mobile" market is now
much bigger than just smartphones.

(To access Bl Intelligence's full reports on tablets, including our Tablet Sales
Forecast, sign up for a free ftrial here.)

So the maturation of the smartphone market should not be confused with maturation of the
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"mobile” market as a whole.

How about the rest of the world?

The good news for those banking on a global smartphone revolution is that the U.S. is one
of the world's more mature smartphone markets. There are an estimated 6 billion mobile
handsets in the world, and only about 1/5th of them are smartphones. Over the next several
years, most of these handsets will be replaced by smartphones.

In terms of the developed world, U.S. smartphone penetration is in the middle of the pack.
(These numbers are from Flurry Analytics, which shows higher smartphone penetration in
the U.S. than Comscore does.)

Countries With Highest Smartphone Penetration
(Among Adults, 15-64 Years Old)

Bl INTELLIGENCE

Singapore HongKong Sweden  Australia S.Korea Switzerland Denmark Norway

Source: Flurry Analytics, July 2011-July 2012

Some of the world's biggest markets, however--China, India, and Brazil, for example--are
still less penetrated. These are poorer countries than the first-world countries above, but
they should still see explosive growth in the years ahead.

. Q
Smartphone Penetration By Country
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So, globally, the smartphone market still appears to be in the "early majority" phase. And the

number of new smartphone users will likely continue to increase each year for at least a
couple of more years.
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The Bottom Line

- The U.S. smartphone market is now more than halfway penetrated
- The growth of most technology markets slows rapidly once the halfway mark is reached

+ The most attractive smartphone demographic for gadget-makers, advertisers, retailers
and app-makers--affluent Americans aged 18-54--is already highly penetrated

- The "late-majority" and "laggard" segments of the U.S. smartphone market will likely be
more price-sensitive and spend less than existing users.

- As the U.S. smartphone market matures, gadget sales will depend more on
"replacements and upgrades" rather than new users. Similarly, ecosystem sales--apps,
commerce, ads--will depend on "same-store sales growth"--the sale of more stuff to
existing users.

« Thus, the growth rate of smartphone sales in the U.S. will likely slow rapidly over the
new few years, as will the growth rates of smartphone commerce, advertising, and app-
sales.

- The global smartphone market is still in the "early majority" phase and will therefore likely
see increasing new-user growth for at least a couple more years

To access Bl Intelligence’s full reports on the mobile ecosystem, sign up for a free
trial here.
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