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R&D efforts by Indian Handset Players?
Building Sustainable Competitive Advantage!

Drive price competition or go beyond!

The Indian telecom growth story has been astounding against the backdrop of the
increasing subscriber base. Many Indian mobile manufacturers have entered the
market and are taking advantage of the Indian market especially the rural segment
which has shown remarkable increase in terms of mobile penetration. Companies
such as Micromax have been increasing there market share rapidly and
conventional players such as Nokia have been consistently losing ground. The
landscape of cell phone manufacturing has completely changed after the entry of
about 60 Indian handset manufacturers. Indian companies seem to have hit the
right chord with the masses and future based on present estimates seems bright.

But is the strategy adopted by the new entrants sustainable over the longer run?

It is very difficult to compete on price points with higher volumes and bigger
footprint and marketing requirements?

What are these companies doing on the R&D front?

How and where these companies set up their R&D centers and what type of
products do they have in the pipeline?

How has it been received by the consumers?

We shall be looking to answer some of these questions through the course of this
article.

In the global scenario companies spend billions of dollars in their research and
development and it is no hidden fact that overall performance of tech companies is
directly correlated to their R&D investment. Companies like Nokia spend more
than their industry average on R&D, a figure close to 8% relative to revenue. Let
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us take another example that of Research in Motion (RIM), the makers of
Blackberry, the company has achieved $11billion in revenues in fiscal 2009 that is
strongly backed by increased spending in the R&D over last several years. RIM
reportedly spends 6.2% of its revenue in research and development making it one
of the leading telecom companies to spend on R&D around the world. Having its
prowess in the Smartphone market targeted at businesses customers. Innovation
has been at the forefront of RIMs philosophy and the list below lists out some of
them:-

» The BlackBerry Bold Smartphone, RIM’s first (High-Speed Downlink Packet Access
(HSDPA) Smartphone — this has been done to capitalize on the growing reach of 3G

> BlackBerry Storm Smartphone includes the award winning SurePress™ technology — this
makes navigation easier, quick and precise

» BlackBerry Curve 8350i Smartphone with Push-to-Talk

> BlackBerry Curve 8900 Smartphone based on a next generation platform

> BlackBerry Curve 8520 with optical mouse like your notebook

We see that the R&D department of Blackberry has been continuously rolling out
products to maintain its market share and even grow with respect to others in the
growing face of competition. It opened two new R&D centers in Germany and
United States while also having its presence in Canada. The R&D has to evolve
with changing times because the mobile phone manufacturing industry is very
dynamic. With changing technology to compete only on price points is not a viable
long term strategy.

Now let us take Palm Inc. as another example of company struggling to compete in
the highly competitive Smartphone market. Palm Inc. even though it was at the
third place after Apple and RIM in Smartphone market shares has been suffering
huge operating losses and operating expenses remain high due to non-availability
of investment required to stay competitive in the Smartphone space. The company
did not read the market properly and lost its market share because it failed to
evolve after being the initial leader in the segment. Talks are now on of a possible
acquisition of the firm by an Asian company.
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The Indian space has been ripe with the influx of players like Micromax, Intex, i-
mate, Lava, Karbonn, Ray, Videocon, etc. all competing on lower price points at
higher volumes. But there are exceptions such as Micromax that seem to have
started on the road to a predefined product and market strategy. The company is
investing to establish new R&D centers in India and China, the most recent being a
50crore investment to set up a center in Shanghai with 40 people on board. Let us
analyze Micromax and see how it seeks to compete in the Indian scenario

The total Indian market is around 120 million units a year of which Micromax now
claims to sell a million phones a month. So that’s 12 million a year. Clearly the
numbers can be verified with the drop in market share of the incumbents.

> Nokia’s market share fell from a 56.2% share in 2008 to 54.1% in 2009
» LG’s market share dipped from 7.2% to 6.4%
» Micromax has a market share of 10% today

With a well-defined product vision and an R&D set-up to support it, Micromax can
successfully generated innovative handsets that can revolutionize the telecom
consumer space. Micromax through its thorough understanding of the Indian
market is already coming up with innovative handsets to compete in the market.
Company is flooding the Indian market with multiple options aimed at different
consumer segments and not only rural segment. Some of them are:-

» The R&D team has managed to come up with phones that can also be used
as a remote control for consumer durables in a household, say a TV, an AC
or a DVD player.

> Single click access to popular social networking sites like Facebook and
Twitter.

» Created Q55, a clamshell phone which had Swarovski Crystal on the keys
and priced at just Rs 5,500 — targeting women in smaller towns, like Hapur
and Belgaum, who would like the chic appeal of this handset.

» The 30 day standby battery life on mobile sets was a big success especially
in the rural areas where power failures are common.
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> About 85% of its handsets have dual SIM capability; this also helped the
company in India where people have multiple SIMs because prepaid
connection is in majority.

» Handsets with switching networks option (GSM-CDMA)

» Mobile handsets with 3D motion gaming technology — this has been targeted
at the youth taking into account the growing gaming culture.

Thus we see that it is not only the lower price points but also the growing R&D
capabilities that have helped Micromax achieve the 4™ largest market share. To
build sustainable competitive advantage successful companies globally have
focused on R&D to support the product(s) vision. Product vision was in-turn
developed based on understanding of customer preferences, competitive products
and domestic/international market developments. Only then can you cater to the
dynamic industry that telecom is and also country specific needs. Micromax now
aims to touch a turnover of Rs.30 billion by next year according to its COO Rahul
Sharma.

SAR group, the manufacturers of Luminous brand now plan to enter the Indian
market under a new entity called Wynn Telecom. The company plans to spend $25
million initially and later scale it up to $100 million dollars which includes setting
up a plant in Himachal and a new design center in China for creating India
specific products.

These examples illustrate the fact that an effective R&D strategy is something a

couple of players have started looking at but is that enough and whether others will

realize its importance soon has to be still seen. Also innovation as a single

independent strategy might not also work. It has to be carefully coupled with cost
leadership and customer focus. The figure below brings out the point that while

| ot of new players are focusing on co
them to look at the other two important dimensions.
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COST
LEADERSHIP

CUSTOMER TECHNOLOGY
FOCUS INNOVATION

COMPETITIVE ADVANTAGE

Customer focus: - As illustrated through the Micromax example customer focus
can also be the means to gain market share and the company does not always have
to depend on disruptive technology to gain competitive advantage. Establish a
correct understanding of the market conditions, competition, customer preferences
through research.

Technology Innovation: - It is very important for any mobile handset company to
be abreast with the latest technology and also continuously evolve itself to bring
out innovative products.

Cost Leadership: - To compete in markets like India cost plays an important role
and companies have to continuously cut down on costs to compete on price. A
pricing strategy without effective cost leadership is not sustainable over the longer
run and results in eroding profits. R&D efforts need to continuously focus on
reducing cost.




April. 28 R&D efforts by Indian Handset Players?

For mobile handset companies following segments need to be looked into:-

QUALITY
SYSTEMS
«Nokia

Morph
*Browser, concept

*» Blackberry,
Symbian

*NFC,
Motion
Sensor

*Security,
Flash y

Testing
DESIGN AND PHONE
USER TECHNOLOGY
EXPERIENCE

Mobile handset player needs to focus its R&D efforts in all of the above areas.
Prioritization can be done based on the long-term product pipeline in mind and a
subsequent roadmap and gap analysis. Essentially, what you have versus what you
have to work upon and create. Interestingly there are several vendors in India

I tself who can help i f you don’t
the talent that is skilled in latest mobile technologies/platforms/apps and is
working on some of the most important futuristic phone models in the world.
MNC R&D centers in India have exploded with companies recognizing India as a
low cost center with quality workforce having domestic market opportunities and
available talent pool and vendor base. There are currently 120 MNC R&D centers
in India (Please check Knowledgefaber Telecom R&D Report). Some of these
companies are Nokia, Samsung, Motorola, Qualcomm, CISCO, Avaya etc. From
this we can figure out that India is soon going to become the topmost R&D
destination for the telecom world and the trend is more likely to continue in the
future.

have
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Knowledgefaber believes that for a sustainable growth strategy mobile
manufacturers should focus on R&D as one of their core areas. Survival purely on
the basis of price points with higher volume is not sustainable in the longer run. An
effective cost leadership strategy coupled with customer focus and technological
innovations can help companies garner market share and maintain it in the longer
run. With Indian mobile industry adding 16 million handsets a month the
opportunity is tremendous for these new manufacturers to enter but they should be
weary of competing with giants like Nokia, Samsung, LG and an effective R&D
culture in these companies can help them defend their market share. In times to
come mobile phones will be the center of not only the communication processes
but also finance, banking, and healthcare activities (Please check other
Knowledgefaber articles on those subjects). It is not only important to innovate
today or at any given point of time but to innovate continuously and be ahead of
the curve. As was seen in the case of market leader Nokia who were well ahead in
the feature phone and low-med end phone market but they missed the Smartphone
bus. They didn’t read the Smartphone market as a great opportunity. Result: lost
market share to I-phone and Blackberry. Those handset companies which are able
to continuously read the market dynamics, changing consumer needs, international
and domestic trends would be able to develop the right product roadmap. Add to
that a solid R&D team to execute the task of creating those products quickly would
be the success factor.




