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Master’s thesis

ANALYSIS OF COMPETITION IN THE MOBILE PHONE MARKETSOF THE UNITED STATES
AND EUROPE

Competition in an economic context is a widely &ddphenomenon with a significant body of
accumulated research and theory. However, competith the mobile phone industry, despite its
prevalence in public discussion, has received fggmitly less attention in academic research. Withie

international business (IB) context there are fewy academic studies that seek to analyze and aempa

the different geographical mobile phone marketmftbe viewpoint of competition.

This thesis examines competition in the mobile ghorarkets of the United States and Europe in bfht

interviews and secondary data covering years 20@R11. The framework used for the analysis is
founded on concepts drawn primarily from industdeganization (10) economics, IB theory and micro-
economics. The first part of the thesis gives aeraew of the U.S. and European mobile phone market

and the second part focuses specifically on Natsactions and performance on the U.S. market.

The findings reveal that the U.S. and European lagifione markets are fundamentally different. First
while in Europe several parallel sales channelstettie U.S. market is dominated by mobile opesator
that control access to the end customer. Secoirdipe U.S. market phones are generally sold hgavil
subsidized and bundled, and either under the apebaénd or co-branding agreements. In additioa, th
U.S. market has historically split in two technakgy GSM and CDMA, as opposed to Europe where
GSM is the dominant technology.

The analysis of Nokia in the United States shows the company’s problems appear to be relateleto t
very characteristics of the U.S. market and the Walia has reacted. First and foremost, Nokia tzb h
a difficult relationship with the operators who kavequired tailoring, technology variations etc. In
addition to its focus on GSM, Nokia seems to haafesed to tailor for operators and insisted onssale
under the Nokia brand. Finally, over the years, ilsksituation has been complicated by occasional
disputes related e.g. to immaterial property rigatel recently problems in developing and having

operators represent especially Nokia's high-endetsod

Key words: Competition, mobile phone industry, @ditStates, Europe



AALTO YLIOPISTON KAUPPAKORKEAKOULU TIVISTELMA
Johtamisen ja kansainvalisen liiketoiminnan laitos

Pro gradu -tutkielma

YHDYSVALTOJEN JA EUROOPAN MATKAPUHELINMARKKINOIDEN KILPAILU-ANALYYSI

Kilpailu taloustieteellisessa kontekstissa on lshjtutkittu iimi6, jonka alueella on tehty mittavadara
tieteellista tutkimusta. Matkapuhelintoimialan ldllu sen sijaan, huolimatta sen saamasta yleisesta
huomiosta, on jaanyt merkittavasti vihemmalle hadimiakateemisessa tutkimuksessa. Kansainvalisen
liketoiminnan alueella on julkaistu vain vahan kintuksia, jotka analysoisivat tai vertailisivat eri

maantieteellisid matkapuhelinmarkkinoita kilpailgkokulmasta.

Tassa tyossa tarkastellaan kilpailua YhdysvaltggeBuroopan matkapuhelinmarkkinoilla haastattehuihi
ja sekundaarisen lahdeaineistoon pohjautuen kattaedet 2002 - 2011. Tydssa kaytetty analyyttinen
viitekehys pohjautuu teollisten organisaatioidenlouatieteen (10), kansainvéalisen kaupan ja
mikrotaloustieteen malleihin. Tyon ensimmainen o$a@0 katsauksen USA:n ja Euroopan
matkapuhelinmarkkinoihin, kun taas toinen osa Kkégki Nokiaan, sen toimiin ja menestykseen

Yhdysvalloissa.

Tyon tulokset osoittavat USA:n ja Euroopan matkagnmarkkinoiden poikkeavan oleellisesti
toisistaan. Ensiksi, Euroopan markkinalla on lukuisrinnakkaisia myyntikanavia, kun taas
Yhdysvalloissa operaattorit dominoivat jakeluketjaakontrolloivat pdasya loppuasiakkaalle. Toisgksi
USA:ssa puhelimet myydaan tyypillisesti operaattoriavaramerkille r&ataloityind ja vahvasti
subventoituina kytkykaupan ollessa p&aasiallindmitgamalli. Lisdksi, Yhdysvaltojen markkina on

jakautunut GSM ja CDMA teknologioihin, kun taas &opassa GSM on ollut hallitseva.

Tybn aineiston analyysi osoittaa, ettd Nokian omgl ovat liittyneet erityisesti Yhdysvaltojen
markkinan erityispiirteisiin ja siihen, miten Nokien toiminut suhteessa naihin. Eritoten Nokiallaodnt
vaikeuksia operaattorisuhteissaan liittyen puhetintaataldintiin operaattoreille, teknologiavariaiain
jne. GSM:aan keskittymisen lisdksi vaikuttaa, éfidkia on ollut haluton mukauttamaan puhelimiaan
operaattorien vaatimukseen ja vaatinut oman tavaddhiimsa kayttéa. Vuosien mittaan Nokian tilannetta
ovat myos vaikeuttaneet riidat liittyen immateriaddeuksiin ja viimeaikaiset ongelmat kalliimpien

mallien kehityksessé ja saattamisessa operaattongtavaksi.

Avainsanat: Kilpailu, matkapuhelintoimiala, Yhdy#ies Eurooppa
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1. Introduction

The introduction of the ®1 generation of mobile handsets and networks inetdy
1980s started a gradual but irreversible processhifis fundamentally changed the way
people communicate. What was originally seen asngptementary and later substitute
means to fixed-line telephony has over t& 2% and now ¥ generation of mobile
communications transformed into an irreplaceable p& people’s lives in every
continent with close to 4,6 billion worldwide us€f$U, 2010) and global annual unit
sales exceeding 1,1 billion in 2009. (Nokia, 201U¢here in developing countries
calling and basic messaging still dominate, in mamheanced countries phones are used
in many professional and personal contexts inclydior example, exchange of e-
mails, photography, Internet and social media.

This tremendous change has been enabled by tedirall@dvances in areas such as
electronics and telecommunications produced by hedsd of universities and
companies around the world, but still much of tihedd should be directed to those
companies involved in the very business. Mobiledsah manufacturers, Nokia in the
forefront, invest tens of billions of euros eactaryand employ tens of thousands of
people in positions related to handset developm&stof December 21, 2009, Nokia
alone employed 17 196 people in research and dawelot (R&D) with R&D related
expenses totaling 5,909 billion euros. (Nokia, 2§1Recently, however, the
standardization of electronic components and irs&rea in-built processing power has
shifted R&D focus strongly from hardware to softe/d@voring companies traditionally
strong in software R&D.

In part due to the transformation of the mobile qondustry, the competition in
handset manufacturing has become increasinglysiverand aggressive. The increased
software focus has lowered barriers to entry rdladehardware expertise and attracted
several new entrants such as HTC, Apple and Gdodlee market. Simultaneously, the

mobile phone business has moved towards competiibrmobile eco systems



comprising phones, mobile operating systems, agiobic stores, cloud services, etc.

further increasing the complexity and dynamic natfrthe industry.

This transformation has taken place gradually avéew years on all technologically
advanced markets including Europe and the UnitateSt Even though the two markets
present similar levels of sophistication in ternisaotors, purchasing power etc. the
development of these markets has taken two differtes both technology-wise and
related to market structure and competition. Whilethe European mobile phone
market handset manufacturers utilize a wide ranfjemarketing and distribution

channels to reach the end customer, the mobileatipastominance over the distribution
network in the United States forces handset matwfas to cooperate with the

operators who constitute the only major sales chlann

In addition to the differences in the market conippms the European and U.S.
operators have partly opted for different cellulechnologies. While in Europe, the
Global System for Mobile Communications (GSM) hagib the dominant technology,
two out of the four biggest U.S. operators havepéetb a competing technology Code
Division Multiple Access (CDMA). These and other macsubtle differences of the
European and U.S. mobile phone markets have ne&teskdistinct approaches to each

market on the part of the handset manufacturers.

This thesis contributes to the on-going discussioncompetition and competitive
dynamics in the mobile handset industry by carryong an analysis of the markets of
Europe and the United States with a special focuthe case of Nokia in the United
States. Especially, the thesis will make an efforanalyze the roots of Nokia’'s failure
to gain and retain its market share in the UniteteS despite its dominant position in

most of the world.



1.1. Research gap

Despite the extensive news coverage (see Appetmidentl the scope of market and
company analyses on the mobile handset industeyavhilability of rigorous academic
research is scarce. This is especially true inrtedga analyses that focus on the
European and U.S. mobile phone markets and/or #mtormance of individual
companies in these markets. This is a finding tdrast since, somewhat surprisingly,
the mobile operator industry (as opposed to theilmdiandset industry) has already
gained significant academic attention and the boflyesearch is substantial. This
research covers wide range of topics, for instamoenpetition between operators
(Cricelli, Grimaldi & Ghiron, 2008; Fernandez & Usee 2009), operator strategies
(Peppard & Rylander, 2006; Kiiski. & Hammainen, 2)0and customer retention and
loyalty (Kim & Yoon, 2004; Gerpott & Rams, 2001).

Another neighboring industry with a solid reseabase is the personal computer (PC)
business. Bresnahan & Greenstein (1999) analyzetetinological competition in the
PC industry focusing on the importance of platforf@g. Apple Macintosh vs. IBM).
This research could serve as a basis for simikareh related to the operating systems
or application development environments in the neobandset industry. Other studies
have focused e.g. on the effect of advertisindi@RC industry (Goeree, 2008) and on
the formation of the industry in the United Stafielsigh, 2010). Malerba et al. (2008)
presented a model for analyzing the varying veriitagration of computer firms over
time. It should still be noted that the researchnwbile operator and PC industries is
not, obviously, directly applicable to the mobilandset industry. However, these
studies function as a point of comparison whenstigation the same phenomena in an

unstudied industry.

Recent research on the mobile handset industryfd@sed mostly on a few major
research streams. Hess (2006), Li (2002), Maitlé2@d2) and Funk (2009) have
analyzed the value chain structures of the molilenp industry globally, in Europe

and Japan, respectively. Rouvinen (2006) and G@09)2have looked at the industry



and its development from the perspective of devefppountries while several authors
including Xie & White (2006) and Lie et al (2009a\e given special attention to the
Chinese market. Another major research streamerklat the handset market is that of
subsidies. Several authors e.g. Kim et al. (2004 @&allberg et al. (2007) have
analyzed the effect of mobile phone subsidies @nitldustry and competition from
different viewpoints. Obviously, a great numberother topics have been researched
related to the mobile industry such as new prodegelopment by Koski & Kretschmer
(2010) and industry ecosystems by Gueguen & I&040) and Basole (2009).

Among the very few analytical articles with a focos the handset market and
manufacturers is that of Zhang & Prybutok (2005p¥WHthe Mobile Communication
Markets Differ in China, the U.S., and Europe”. Jtarticle makes an attempt to
summarize the main macro level differences of tired markets including standards,
price structures, regulation, demographics, usaggems, business potential, and
technology adoption. Still, despite being writtey ttwo professors in the field, this
letter type magazine article is directed to a yengad audience and cites practically no
academic studies. Another attempt to capture sottrdbuaes of the competition
between companies is that of He et al. (2006) wheg analyze the process by which
Ericsson, Nokia and Samsung caught up with the -teater Motorola technology-

wise.

Thus, it appears that regional mobile phone maylesgecially Europe and the United
States, are practically untouched from the viewpoircompetition between companies.
However, several non-academic books have beenewriitlyoty, 2011; Steinbock,
2010, Hakkarainen, 2010; Steinbock, 2003; Burnha®®02) and numerous
consultancies produce yearly or even quarterlyyseal of the industry (Gartner, IDC,
Strategy Analytics, Nordic Partners). Still, thegeblications are not intended as

academic research and often normative in nature.



1.2. Research questions

The primary aim of the thesis is to gain understagmaf the characteristics of the
European and the U.S. mobile phone markets fronvi@point of competition. In
order to gain additional insight into how these raelsteristics affect the companies, a

special case focusing on Nokia in the United Stai#de investigated.

The main research questions can be summarized@sgo
1) What are the specific characteristics of theogaan and the U.S. mobile
phone markets?
2) In what respect are the two markets fundamentislerent and why?
3) Why has Nokia been unsuccessful in the U.S. atark

1.3. Structure of the thesis

The thesis is organized as follows. In Chapterli2egature review and the theoretical
framework are presented. Chapter 3 reviews thetsiel of the mobile phone value
system and the historical development and curreté ©f the European and the U.S.
mobile phone markets. Chapter 4 provides a disonssn the chosen methodology and
case study procedure while Chapter 5 reviews dasly §indings. Chapter 6 concludes
the thesis with theoretical and managerial impioa, limitations and directions for

future research.



2. Theoretical background

This thesis utilizes two highly interrelated andllwestablished fields of business
research. Firstly, the main goal of the work isit@lyze the competitive situation in the
mobile phone industry in the European and U.S. etarkThis aim will be approached
by means of classical competition theories (Indalst®rganization, 10) and relevant
frameworks (Porter’s five forces) discussed in ®ec2.1. Secondly, the thesis seeks to
find explanations for Nokia’'s unsatisfactory penfance in the United States by means

of case analysis. The applied case methodologgssribed in Chapter 4.

2.1. Analytical framework

As the main objective of this thesis is to analyze European and the U.S. mobile
phone markets, the selected framework supportatimdy approaching the markets on
two different levels. Primarily, the analytical fn@work focuses on micro-environment
i.e. looking at the markets from the viewpointstioé actors (suppliers, distributors,
customers) and from that of competition. To analyme contribution of each of these
actors and other sources of competition, anothdirestablished model, Porter’s five
forces, will be utilized (Section 2.3). Where nesagy, the observed phenomena are also
interpreted from a wider, macro environmental pecspe although more detailed
analysis of macro-environmental factors will be tted. The exclusion is justified by
the fact that competition, even though influencgdhHa macro environment, takes place
within the micro environment. In addition, conceaitng on the micro-environment
allows a broader and more in-depth treatment ohibst relevant actors present in the

micro-environment.

On another dimension, the framework applies twdedkht conceptual approaches,
namely, international business (IB) environment dandustrial organization (IO)
economics. These approaches together serve to eso@pl the strongly
microeconomics focused framework with suitable emts grounded in the strongly



related IB and IO disciplines. While the industriafganization focuses on the
company/market boundary from the perspective oferfget competition, international
business focuses on the qualities of internationatkets and companies operating

across country boundaries. These approaches wdlidoessed in detail in Section 2.4.

The analytical approach of the thesis is summaiizédgure 1.

/ Macro environment \
/ Micro environment \

. . Suppliers _ o
International business Industrial organization
(1B) Distributors (10) economics
Customers
Competition

> <

Figure 1. Analytical framework of the study

2.2. Macro-environment

By definition, the macro-environment involves fast@utside of the direct control of
the business. These factors, then, include theomepngovernment policies, social
changes etc. A firm may, for example, be influenbgdew legislation or changes in
taxation policies but the firm rarely has poweshape them itself. Thus, macro factors
have the ability to fundamentally change the emiment of an organization but the
relationship is typically one way. (Gillespie, 20@ne of the most utilized frameworks

to analyze the macro factors is the PESTEL analysis

The PESTEL framework stands for “Political, EconomiSocial, Technological,

Environmental and Legal” and is used for analyzimg macro-environment in which



companies operate and which also significantlyc$feach business independent of its
size (Johnson et al., 2006:65) Similar acronymshsas ETPS, STEP, PEST, and
STEEPLE are often used (CIPD, 2011) in each caskeidimg (or excluding) some
factors and giving more weight to some in comparisow others. However, it always
aims at capturing the essential of the macro-enwent under a few broad categories
to facilitate understanding and management of déactor within the business and to
identify the key drivers of change (Johnson et24106:69).

Typical examples of the PESTEL factors are givehable 1.

Table 1. Components of the PESTEL analysis (Gillegg, 2007)

Political EU enlargement, the euro, internationadle, taxation policy

Economic Interest rates, exchange rates, natiaoahie, inflation, unemployment, Stock
Market

Social Ageing population, attitudes to work, incodigtribution

Technological Innovation, new product developmeate of technological obsolescence

Environmental Global warming, environmental issues

Legal Competition law, health and safety, employnhaw

Even though the macro-environment will not be amadyin detail in this thesis its
influence in a company’s decision making processeyident as well as its ability to
change to conditions under which competition tapkese. For example, the Finnish
government’s decision to allow bundling of mobileopes had a direct impact on both
handset manufacturers’ and mobile operators’ bssinghus, references to the macro-
environment and changes in it will be made alorgysite analysis on companies and

their micro-environment.

2.3. Micro-environment

The micro-environment can be defined as consisdirfgtakeholder groups that a firm
has regular dealings with” (Gillespie, 2007). Foe fpurpose of this thesis, the focus
will be on suppliers, distributors, customers andpetition as illustrated in Figure 1

following the concise definition of micro-environmteby Gillespie (2007).



Suppliers

In regard to its suppliers, any company generadlgds to address questions such as
“Can they provide the quality we require at a gpode?”, “Can they adjust to changes
in the supply volume?” and “What is out power nekatto our suppliers and vice
versa?” Increasingly, however, large multinatior@mpanies in particular are
concerned about the ethicality of their suppliesperations. Recently, for example,
Nokia was alleged to have used so called ‘bloodalsetn their mobile phones, to
which Nokia responded by implementing yet morenggnt systems to track the origin

of its raw materials (Yle, 2010).

Especially in the business of mobile phone manufagy, suppliers and supply chain
management (SCM) play a crucial role. Since molphlones, smart phones in

particular, contain numerous highly specialized ponents and modules, handset
manufacturers generally acquire most of the compisneoftware and even assembly
from their suppliers and subcontractors (see theilmphone value system in Figure 9).
Nokia, for example, lists 35 countries as its maupplying locations and applies its so
called Code of conduct to all its business partnersthe Code of conduct (Nokia,

2011f) Nokia states that

“...Nokia encourages its partners, subcontractorssoppliers to strive beyond
legal compliance in areas such as governance, humghts and the
environment. Nokia incorporates ethical, social amyironmental criteria in its
procurement agreements and commits to monitorireg garformance of its
partners and to taking immediate and thorough realesteps in cases where
the ethical performance of its business partnemsie® into question:"Nokia
11.1.2011 (Nokia, 2011f)

Thus mobile phone manufacturers rely on suppliers aoyimg but generally great
extent and can even be held responsible for chgasippliers that use e.g. child labour
or non-recyclable materials. To construct an iPhdxgple, for example, sources its
Retina display from LG, the A4 processor from Samgsugyroscopes from

STMicroelectronics, touch sensitive panels from ¥#hknand TPK, and chips from



Skyworks Solutions and TriQuint Semiconductor (Agpsider, 2010). However, some
conglomerates, e.g. Samsung manufacture most ohtitkeiles in-house which enables
cutting down the number of suppliers and facilgatategration in the production
process. Even if the recent business wisdom hasetlcompanies to divest non-core
functions and focus on a few core competencies, sBaghn has proven that
conglomerates may be highly profitable while ratagntheir non-core parts. Unlike
Motorola, Samsung kept its component manufacturimgnouse and focused on

synergies from producing both components and eodyets. (Hyoty, 2011:250-252)

Distributors

The second essential element of a company's miorivemment is distributors. The

choice of distribution channels is critical for ainmber of reasons. Firstly, the

distributors strongly influence the final salescprof each product and thereby directly
affect the sales quantity. Second, the distributord later retailers play an important
role in how the product is presented to the custoamel, to some extent, how it is
positioned relative to competing products. Finaltye choice of the distribution channel
affects how customers perceive the brand. Whilei&dlor example, utilizes a wide

range of sales channels for its Nokia branded motsdut sells its luxury phone brand
Vertu (typically gold and diamond decorated, ragdirom $6000 to $300 000) only in

Vertu and Nokia flagship stores (Vertu, 2011; Didane, 2007)

In the mobile handset business, the distributiceinalel plays a crucial role. While in
Europe most mobile phone manufacturers rely on rgelanumber of individual
distributors and retailers, in North America thdkbaf handset sales is carried out by
mobile network and virtual operators (see Figurg Zhe long-lasting dominance of
mobile operators over distribution in the Unitect8s has allowed them to introduce
additional requirements related to e.g. tailorimgl &randing of phones, and together
with subsidies a commanding position in the indus8till, the choices related to
distribution come down to the same basic questioaswhat are the total costs, how is

the brand communicated, how flexible is the disid etc.

10



Customers

The third element of the company's micro-environtigicustomers. In this respect, it is
common to separate between individual consumersoagahnizational (or industrial)
customers (or buyers). While consumers are trawditip considered less rational and
impulsive in their decision making process, comesaniend to be viewed as
professional buyers following strict budget, cosd grofit considerations. (see e.g.
Webster & Wind, 1972; Baumgartner & Steenkamp, }9%6Bese kind of clear
differences in purchasing behaviour have been muest (Wilson, 2000) and today’s
B-to-B marketers widely recognize that emotiong/@a important role also in business
buying decisions (Kotler & Armstrong, 2006:178).

In the mobile phone business, consumers represergnarmous variety of tastes,
preferences and affluence. In developing countthes sales of low-end mobile phones
(often under $50) dominate, while in developed ratskof e.g. Europe and North
America, consumers often opt for more advanced tsadeorporating cameras, GPS
navigation, Internet browsing etc. Moreover, mdsthese consumers appreciate value
added features and post-purchase services prowgetie manufacturer (e.g. Apple
App Store, Nokia Ovi Store and Google Android Maykend often base their purchase
decision on the combination of the phone and tlealahility of these services (see e.g.
Singh & Goyal, 2009). Industrial buyers, on theeotinand, tend to value services
related business use of the phone (e-mail, datarise@tc.) and supplier's ability to

provide a communications solution to the compasyeiad of only handsets.

Finally, with regard to the mobile phone industmyHurope and the United States, there
are some significant differences in customer pesfilWhile in Europe a handset
manufacturer can sell both directly to the consuamef via distributors and retailers, in
the United States the only major customer is therapr that, then, functions as a
distributor and retailer. This, obviously, has @fect on what kind of marketing is

needed to reach the end customer.

11



Competition

The Merriam-Webster dictionary defines competitim “"the effort of two or more
parties acting independently to secure the busiokaghird party by offering the most
favourable terms". (Merriam Webster Online, 2011yrr€spondingly, The New
Palgrave Dictionary of Economics states that "cditipa arises whenever two or more
parties strive for something that all cannot ohta{Btigler, 2008) In this thesis, these
competing "parties" are handset manufacturers wdtota "secure the business" or

"strive for" the limited resource, i.e. the mone¥/their customers.

In terms of developed economic theory, competiisoone of the most researched areas
of economics. Economists generally differentiatefqme and imperfect competition,
concluding that no other system is more Paretciefft than perfect competition.
According to Organisation for Economic Co-operatamu Development (OECD, 1999)
perfect competition is defined by four conditions:
a) There are such a large number of buyers anersé¢hiat none can individually
affect the market price. This means that the dehtamve facing an individual
firm is perfectly elastic.
b) In the long run, resources must be freely molmeaning that there are no
barriers to entry and exit.
c) All market participants (buyers and sellers) tmave full access to the
knowledge relevant to their production and consuonpdecisions.

d) The products should be homogenous.

Imperfect competition, thus, occurs when any of ¢hteria for perfect competition is
not satisfied, e.g. when there is information aswtmyn between buyers and sellers,

either buyers or sellers are able to influencegsrior products are not homogenous.

In regard to the mobile phone industry, there dear case of imperfect competition.
Firstly, the three largest manufacturers Nokia, 8ang and LG held about 64 % of the
global unit sales in Q1/2010 while the tenth latgésawei had 1,3 %. (Gartner, 2010)

This kind of a market situation is generally reéefrto as an oligopoly “in which
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producers are so few that the actions of eache@hthave an impact on price and on
competitors” (Merriam Webster Online, 2011). Secaheére are fairly high barriers to
entry due to the capital intensive nature of theiress. In addition, gaining market
share generally requires significant investments nrarketing and established

manufacturers can benefit from advantages of scale.

The third criteria dealing with information symmetand completeness might not far
from what is required for perfect competition. Thwbile phone industry is well
covered in media and each major product launchuiskty followed by technical
analyses of the products and comparisons to ther gifoducts on the market. On the
manufacturer side, due to the mere size of the aoiep, they can be considered to, at
least, have resources to produce the informatien tleed to make justified production
decisions. Yet, it should be noted that criticadws exist as to the media's ability to
provide the consumers with unbalanced and reliedbt@mation on the handset market
(see e.g. Ahonen 2010; Wilcox 2010)

Finally, the last criterion related to the homoggnef products can easily be rejected in
the handset market. The companies have highlyrdiffeated products in terms of
design, capabilities, operating system, brand tjesalietc. This is especially true for
high end phones such as Apple iPhone, Samsung ¥=8lax Nokia N8. However, in

more standard feature phones, the existence o colstitutes could be justified and
the competition in this area closer to perfectsTdaim finds ground in the significantly

smaller profit margins available to the producee(s.g. EImer-DeWitt, 2010).
Even though the competition in the handset induistiynperfect, it is still fierce and

highly dynamic. For the purpose of this thesis, @odgain an insight into the

components of competition, the Porter's Five Forgeedel will be applied (Figure 2).
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Threat of
New Entrants

Rivalry
Bargaining Power Among Bargaining Power
of Suppliers Existing of Suppliers
Competitor

Threat of Substitute
Products or Services

Figure 2. Porter's Five Forces -model (Porter, 197941)

According to Porter (1979:137) the Five Forces -elquesents the five forces which
together determine the competitive intensity of anpany's micro-environment (or
industry). A highly unattractive industry would lome where all the five forces are
strongly present, presenting similarities to perf@mmpetition. The model draws upon
Industrial Organization (I0) economics which wi# briefly reviewed in Section 2.4. A
five forces analysis of the mobile phone marketshef United States and Europe is

carried out in Section 3.2.

The Porter’'s five forces model has been criticiziedt, example, for its underlying
assumptions. Firstly, an industry is assumed tcsisbrof an unrelated set of buyers,
sellers and substitutes and competitors that iotexrtaarm’s length. Second, companies
can gather wealth that allows them to erect baragainst existing competition and
new entrants thereby creating structural advantagelly, the prevailing uncertainty is
assumed low enough to permit predictions aboup#ngcipants’ behavior and choose a
strategy accordingly. (Coyne & Subramaniam, 199@&3Bp In addition, one should
also note that the model was developed more tharye3@s and, since then, new
industries have been born and the old ones takenshapes. Sheenan (2005: 53-60)

argues that the classical model such as the FiveeB@and value chain analysis were
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designed for the analysis of traditional industfiahs and do not apply well to today’s

knowledge-intensive companies.

The rationale for choosing the Five Forces framéwaas as follows. The model was to
be well-known and tested. Even though Porter's rhd@es been criticized for its

applicability to certain industries and for its @sgptions, few models have gone
through such thorough testing and prevailed. Wihdemodel is perfect the limitations
of the Porter's framework are, nevertheless, wetskn and documented. Finally, the
use a widely accepted framework facilitates readind interpretation of the results as
opposed to some other model with less prevalend@eademic/practitioner interest.

2.4 Conceptual approaches

As illustrated in Figure 1, the thesis frameworkosnded on two conceptual
approaches, namely international business and tinalusrganization economics. In this
section, a brief overview of the approaches anul #pplications in the mobile phone

industry will be given.

Industrial organization economics

According to Cabral (2000:3) IO economics is a igisne that is concerned with "the
workings of markets and industries, in particulae way firms compete with each
other". Moreover, he notes that whereas microecae®ifocuses on the extreme cases
of monopolies and perfect competition, 10 is "cameel primarily with the
intermediate case of oligopoly, that is, competiti®etween a few firms" and could be
defined as "economics of imperfect competition"e3é definitions well apply to the
case of mobile phone industry where a few largepzaoies compete in the market both
in Europe and the United States, and where prodaretspartial substitutes but also

significantly differentiated.

The 10 economics supplements the model of perfeshpetition by including

imperfections related to entry barriers, asymmatrformation, transaction costs etc.
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which together inevitably lead to imperfect competi. Moreover 10 studies how
firms, under these conditions, are organized and tieey compete. (Cabral, 2000)
Regarding these competitive actions, the researd®ihas focused, for instance, on
product differentiation (Shaked & Sutton, 1982)mgatheory (Bagwell & Wolinsky,

2002), oligopolies (Stigler, 1964; Fershtman & Jud®87) and pricing strategies
(Diamond, 1971). It should be noted that 10 is agsdiighly dispersed discipline

presenting different views and schools of thougbke(e.g. Conner, 1991).

A central paradigm in 10 economics is based ondfnecture conduct performance
(SCP) hypothesis (Bain, 1968; Mason, 1939) whosén ndea was that “industry

structure determined the behaviour or conduct ohdj whose joint conduct then
determined the collective performance of the fiimshe marketplace.” (Porter, 1981)
Within the traditional 10 paradigm performance empassed dimensions such as
technical efficiency (cost minimization), allocagivefficiency (profitability) and

innovativeness while conduct entailed company’ssiges on variables such as price,
advertising, and quality. Finally, structure wasisidered a fairly stable set of economic

and technical variables under which competitioruoed. (Bain, 1972)

The 10 theory is considered limited in some respéste e.g. Porter, 1981) and some
studies question the applicability of the SCP mddelertain industries (e.g. Evanoff &
Fortier, 1988). In some cases a given structure moayesult in theoretically anticipated
conduct and performance. For instance, intenséryiua an oligopolistic market may
result in conduct and performance similar to wistconsidered a property of the
perfectly competitive model. Secondly scale ecomsmoccasionally available to
oligopolies may lead to better economic efficienmyder perfect competition. Finally,
IO research has traditionally mostly focused omucitre and performance paying
considerable less attention to conduct due to catd measurement problems.
(Scarborough & Kydd, 1992; French, 1977)

Despite the criticism, there are a great numbestadies where the 10 and the related
SCP frameworks continue to be applied (see e.ggKa009; Luan & Browne, 2008).
In regard to the mobile handset industry, bothH€oty and the related SCP paradigm
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can be used to explain, for instance, the structdiréhe industry, characteristics of
(imperfect) competition and competitive actionsetakby companies. Further analysis
of the competitive situation within the industry Iwbe carried out specifically in

chapters 3 and 5.

International business

As the thesis aims at capturing the essential iggmlof an extremely international (or
global) market of mobile phones, the holistic fravoek presented in Figure 1 is
complemented by the concepts, models and theoffiesed by the International
Business (IB) discipline. While the micro- and nwmenvironmental frameworks offer
two levels of analysis and IO tools for analyzingperfect competition, the IB provides
the methodology related to companies, multinat®nal particular, operating in
international markets having highly varying chaesistics.

History

International business could be defined as thalystaf transactions taking place across
national borders for the purpose of satisfying theeds of individuals and
organizations”. (Rugman & Collinson, 2009) The biigtof international business as an
academic discipline dates back to the post Worlad Wara in the 1950s, when most
international operations were carried out by comgmnnternational divisions and true
MNEs were few. At that time the research emphasss still very general and
interdisciplinary while most professors had backeas in economics or general
business. (Rugman & Collinson, 2009; Shenkar, 2004)

During the 1970s and 1980s, the study of internatidousiness saw a substantial
change. The economic growth of Europe and Japantdedhcreasing interest in
international business operations throughout theeldeed world. Simultaneously, IB
as an academic field gained momentum and an inageasimber of scientific articles
were written. The era was still dominated by stsdiievery specific areas and a demand
existed for a broader, strategic focus. (Rugmanafli@son, 2009; Shenkar, 2004)
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In the 1990s, international business began to adoptepts from the closely related
strategic management discipline bringing the disperfield together. The previous
interdisciplinary and functional approaches werewnbeing supplemented by a
multidisciplinary approach incorporating and dragvimformation from a variety of

related disciplines (finance, economics etc.) whadlhaffected international business.
This development since 1950s is summarized in TAb{Rugman & Collinson, 2009)

Table 2. Comparative differences in the study of iternational business 1950-2010 (adapted from
Rugman & Collinson, 2009). LDC = Least Developed Gmtry, NIC = Newly Industrialized
Country

Topic 1950-1969 1970-1989 1990-2010

Focus of interest | General information Functional areas of Strategic emphasis

development

Approach to Descriptive Analytical Integrative

studying 1B

Method of Heavily historical Functional Multidisciplinary

explanation

Research Interdisciplinary More quantitative research Quantitative research methods|
emphasis methods and overseas travel | overseas travel, and

international assignments

Enterprise US enterprises MNEs Networks

viewpoint

Countries Industrialized Industrialized, NICs, and LDUs Indisdized, NICs, and LDCs

examined

Journal emphasis | General international Functional Functional and strategic
topics

Thus, historically, a significant body of IB litdtme has focused on areas such as
globalization, national competitiveness (e.g. Rori®©90), foreign direct investment
(FDI), cultures (Hofstede, 2001), economics of rinéional trade, international
financial markets etc. However, since the focuth thesis is on a single industry and
more specifically on the situation of a single camyp within that industry, most focus
will be directed on MNE strategies and industryeleanalysis. The analysis, then,
extends over several key areas of internationahbss, a brief review of which will be

presented in what follows.
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International business operation modes

Foreign operation modes (or methods) deal with h@mwcompany organizes its
operations in a foreign location. In principle, d@n operation modes can be divided
into contractual modes, exporting and investmentesoas illustrated in Figure 3
(Welch 2007:4).

Contractual Modes Exporting Investment Modes
e Franchising ¢ Indirect ¢ Minority share (alliance)
e Licensing « Direct: agent/distributor « 50/50
e Management contracts ¢ Own sales office/ ¢ Majority share
e Subcontracting subsidiary « 100% owned
* Project operations
* Alliances

Figure 3. Major foreign operation method options (Welch et al. 2007:4)

It should be noted that alternative categorizatiminhe operation modes exist (see e.g.
Luostarinen, 1989; Root, 1994). However, in wh#lbfes, the classification in Figure 3
shall be followed due to its capability to summarthe basic options available for an
MNC.

The choice of the operation mode(s) is critical oty company since it greatly
influences the way the company can perform int@nat operations in its selected
location. While choosing, for example, indirect expng obviously limits risk and
requires less capital, it cannot match the cordral presence in the foreign market
offered by most investment modes (100% owned aextreme). Obviously, the bigger
the company the more resources it can allocatetlamanore freely it can choose its
operation mode. MNEs generally operate using a cuatibn of various operation
modes. An attempt to summarize the fairly complpgration mode decision has been
given by Welch (2007:442) in Figure 4.
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Entering or
expanding
company’s
Mode determination L/ Interests

process: negotiation
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hoi language issues; ) ) towards,
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gathering and new licensee
inputs
\ Foreign
market
conditions,

demands: e.g.

government

Figure 4. Foreign operation method choice (Welch 27:442)

In the mobile phone industry, major companies dpersing an extensive set of
different operation modes. Nokia, for instance, faasories, R&D and sales offices all
around the world. The factories are mostly conegatt in low-cost countries (e.g.
China, India and Hungary), while most R&D is cadrigut in countries with advanced
research and R&D infrastructure such as the Urfiiiedes, Switzerland, Germany and
Finland. (NRC 2011) It should be noted, howeveat tim 2001 Nokia established a
research institute in Brazil (iNdT, 2011) and inO30already its sixth R&D unit in

China. (Physorg, 2005) On top of these investmeotlanoperations, Nokia utilizes
subcontracting of chipsets, project operations wheitding mobile phone networks
(under NSN), alliances e.g. with Microsoft and Séas, own sales offices (Nokia

stores) etc.
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Globalization impact and firm response strategies

(Economic) globalization could be defined as thatégration of national economies
into the international economy through trade, difereign investment (by corporations
and multinationals), short-term capital flows, mmigional flows of workers and
humanity generally, and flows of technology” (Bhadw 2004).  Although
globalization could be viewed from a wider viewgoireferring to e.g. cultural
globalization or even homogenization of tastes pemple, for the purpose of this thesis

only the economic interpretation (above) is congde

In regard to the mobile handset industry, the impEcglobalization has been very
significant and, today, the mobile phone market ¢@n considered truly global
(although not homogeneous). Most of the large comega(Nokia, Samsung, LG etc.)
are present in all continents and competing omwthele price range. The existence of a
global market can be traced back to the absensgoificant barriers of international
business and the significant economic gains (sadescope) that can be achieved from
selling larger quantities. Still, the markets aot homogenous due to different income
levels, tastes, adapted technologies and businedsisn

For an individual company, globalization means nearkets and opportunities for
growth beyond those available in the home marketwéver, these opportunities are
available for all the companies that operate glgbahd, generally, companies do not
anymore enjoy protection or preferred status inirthieome markets. However,
internationality is in the very nature of mobilegoie business and the company that can

organize its operations most effectively acrosgonat borders can gain substantially.

International brand management

While brandcould be defined as the “identity of a specificquot, service or business”
(Birkin 1994), brand identityconstitutes “a set of attributes designed to migtish a

particular firm, product, or line, with the inteoti of promoting awareness and loyalty
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on the part of consumers” (Oxford Dictionary, 2Q1Ih) the context of international
business, international brand management would riéfes to the management of these
attributes (slogan, product names, features, mjcdistribution etc.) of a brand or

several brands when operating in international eisrk

In an international setting, there are a significaamber of variables that affect
branding such as language and cultural differerm@ssumption patterns and legal and
regulatory environments. (Rugman & Collinson, 206®y example, Coca-Cola has
made small adjustments (bottle size, labels etciist main product, but also issued
complementary brands such as Spritea, a tea-fldvdnek that is a combination of
Sprite and tea. (China Daily, 2011) In addition,mt@anage an international brand the
company needs to assure that in each locationdhsumers perceive the brand in a
desired way. McDonald’s, for its part, designspiteduct offering individually for each
country serving McRuis (of rye bread) in Finlanddaonly Halal meat products in
Egypt. (McDonald’s Egypt, 2011)

In the mobile phone business, most large compamee opted for a single brand
strategy. For example, Nokia operates globally uadgngle brand Nokia (although the
niche high-end brand Vertu does exist (Vertu 201Nyl the unique “Connecting
people” —slogan. However, it should be noted thakidl differentiates and positions its
products also on product line basis by having X;,BN and C-series for mid- and high-
end phones and numbered series (e.g. Nokia 27@3iC)anostly for feature phones. In
addition, Nokia has introduced additional brandshsas N-Gage for gaming and
cooperated in branding with e.g. Carl Zeiss in aameptics and Dolby in audio.
(Nokia, 2011)

Finally, there are great many variables in the mess environment that a company
cannot control. For instance, the operator domthatevironment of the United States
has a significant impact on branding while mostrafmes demand their brands to be

visible on the phones.
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International channel strategies

Once the firm has chosen an appropriate markey embde for its foreign markets, it
needs to decide how to organize distribution opitsducts within those markets. The

channel decisions and the most important extere&trohinants are summarized in

Figure 5.
characteristics oroduct demand Competition restrictions/local
(location) business practices
Major decision Subdecisions

Decisions concerning structure of th¢ « Types of intermediary (alternative distribution ohals)
channel « Coverage (intensive, selective or exclusive)

¢ Length (number of levels)

» Control resources

« Degree of integration

Managing and controlling distributior] « Screening and selecting intermediaries
channels « Contracting (distributor agreement)

¢ Motivating

¢ Controlling

¢ Termination

Managing logistics Physical movement of goods thtothe channel systems
¢ Order handling

e Transportation

e Inventory

e Storage/warehousing

Figure 5. Channel decisions (adapted from Hollense2007:507)

In the mobile phone business, channel strategieg smnificantly both between
companies and geographical locations. Apple, foangde, is known to be very
selective as to who is allowed to represent itslpets and carries out a large share of
its sales through its own stores. Nokia, on themthas pursued a less selective strategy
distributing its products through various retaileiaternet stores, operators etc.
However, the sales of its luxury brand Vertu argaoized through Nokia flagship
stores only. Comparable phenomena were taking pladgbde mid-1990s when PC

companies Dell and Gateway started cutting middreared distributing directly to the
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end customer. The direct model allowed them, fangxe, to eliminate two layers of
inventory and have control over pricing and bragd{Pedrick & Kraemer, 2007:4).
The indirect and direct distribution channels ia #C industry are illustrated in Figure

6.

Component CM/ODM PC maker Distributor Retailer/ Customer
. —> —> —» —> —

suppliers reseller

R&D Manufacturing Design Distribution Sales

Manufacturing Final assembly Service

Marketing

Component CM/ODM PC maker Customer
i » > >

suppliers

R&D Manufacturing Design, final assembly,

Manufacturing marketing, sales, service

Figure 6. Indirect and direct distribution in the PC industry (Dedrick & Kraemer, 2007:5)
CM = Contract Manufacturer, ODM = Original DesigraMufacturer

In some cases, the competitive landscape of a matitangly influences the available
channel options. This is the case for example enUWhited States, where most of the
sales are carried out through mobile operatorssefiohg via other channels has proven
to be difficult (see Sections 3.3-3.4). In Eurofdteraative channels are generally
available since operators possess less power omdinieet. To cite an example of the
distribution channel options available to a handsaenufacturer, those of Nokia in
China are given in Figure 7. The example focuse€hbima as similar research, at the

time of writing, could not be found related to teropean or U.S. markets.
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[ Nokia, China ]

h I Nationwide I
Regional Brach General Agent

Telecommunications Provincial/ Regional Agent Appliances/Mobile Phone
Service Operators 9 9 Chain Stores

[ Local Agent ]
I

Local Appliances Independent Mobile
Store Phone Store

!

L End Consumer ]

Figure 7. Nokia's distribution channels in China (uan 2007:82)

As seen in Figure 7, Nokia utilizes a wide rangelisfributors and retailers on several
levels to reach the end consumer. Obviously, byighting all the middle men, Nokia
could reduce costs and gain control over distrdsytbut there are critical differences
what comes to the two markets. Since mobile phat®snot function without a
connection to the network (that is provided by thmetwork operator) a handset
manufacturer will not be able to sell phones tostwners unless the consumers can
freely choose the mobile operator. Even if thiseverchnically possible, the pricing
models applied by the U.S. operators typically mike financially unattractive to the

consumer.
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3. Market Description

While the European and U.S. mobile markets devel@gaely and the demand on these
markets is largely focused on high-end devicesliegipns etc. the fast economic
growth and development of Asian countries has uiatbgnshifted the economic power
to the East. As seen Figure 8, the Asia-Pacificoreglready in 2009 constituted a
staggering 52,2 percent of the global sales volumingle Europe currently has around
27 %, the United States 11 % and the rest of thddwa mere 7 %. (Datamonitor,
2010b:12) Taking into account the rapid growth ratehe Asia-Pacific economies it

would seem probable that their dominance will ayigw stronger.

B Asia-Pacific
M Europe
United States

m Rest of the world

Figure 8. Global mobile phones market value by regin in 2009 (Datamonitor 2010b:12)

In this chapter, a more detailed general descriptibthe European (Section 3.3) and
U.S. (Section 3.4) mobile phone markets is givelne Biscussion on the individual
markets is preceded by a general description ofgtraities of a generalized mobile
handset market in Section 3.1 and a five forcedyaisain Section 3.2. Finally, the

chapter concludes with a brief comparison of theopeian and U.S. markets.

3.1. Description of the mobile phone market

A mobile phone market consists of several stromglrlinked entities. Even though the

prevalence and significance of each party variesaich market (European, U.S. etc.),
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there yet exists a fairly consistent set of actdisis so called mobile phone value
system is illustrated in Figure 9.

Users

Dealers . u Content Providers
Mobile Network

Operators (MNOs)

A

A

Mobile Application

A .
Provider:

Specialized Services
Contract Manufacturers . . 1 ) .
Mobile Handset Mobile i Banking, Accounting, Legal
Manufacturers [*] Infrastructure
Component and Manufacturers || Specialized Risk Capital
equipment provide
Educational Institutions Standard-Setting Organizations

Figure 9.The Mobile Phone Value System (adapted fro Porter & Solvell, 2002)

Generally, a mobile handset manufacturer operatedose cooperation with several
network parties. In the manufacturing stage, thedeat manufacturer requires inputs
from component and equipment provid€esg. Perlos) should the manufacturer take
charge of the manufacturing process itself. Apfdejnstance, orders its displays from
LG and processors from Samsung (Appleinsider, 20d0le Samsung produces most
components for its handsets in-house. Howeverptbduction may also be partly or
completely outsourced to @ntract manufacturesuch as Elcoteq or Flextronics. On
the other hand, a manufacturer such as Nokia needstively cooperate witinobile
infrastructure manufacturerge.g. Ericsson, Nokia Siemens Networks) dvidbile
(network) operatorsuch as Teliasonera to guarantee their supporfaailitate sales
through the mobile operator in addition to the apptsales channel established by
dealers like Gigantti. In addition, there exist great masyppliers of content and

27



applications as well as financing and advisory ises/that are crucial for the handset

manufacturer.

In addition to the above mentioned and rather exidetors, it should be noted that in
the mobile industry the role aftandard-setting organizatiorsuch as 8 Generation
Partnership Project (3GPP) and International Tefsunanications Union (ITU) is of
great importance. This is due to the fact thatddes are co-developed among industry
leaders (Nokia, NSN, Ericsson, Huawei, Motorola)eand the companies that manage
to include their Intellectual Property Rights (IBR#o the final standards such as 3GPP
Release 99 (i.e. the base case standard for 3Gedeand networks) have a significant
advantage over other manufacturers due to liceagments (e.g. the dispute between
Nokia and Qualcomm over IPRs, see Hughlett, 2006 importance of essential
patents and the relative contributions of the pguditing companies have been
discussed by He et al. (2006).

3.2 Five forces analysis

Since the European and the U.S. markets presaeba mumber of similarities, the five
forces analysis will be carried out jointly for homarkets with additional remarks
related to each individual market. Driving uponusttial Organization (IO) economics,
the five forces framework is used to evaluate tbenmetitive conditions and the
resulting attractiveness of a given industry. Fomare detailed description of the

method refer to Section 2.3.

Buyer power

In the mobile phone market, the buyer power dim@nsbnsists of components such as
buyer size, buyer switching costs vs. firm switchicosts, availability of existing

substitute products, dependency on existing digiobh channels etc. From the
viewpoint of a handset manufacturer, there are raé\miyer types e.g. consumers,

retailers, mobile operators and businesses. Whileurope the end consumers can be
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reached directly and via different middlemen, ia thnited States the operators handle
around 90 % of end sales and thereby control tisrildlition. (Rauhala, 2010;

Steinbock, 2010) Thus, the U.S. buyers (i.e. opesagenerally have far greater power
than their European counterparts. Still, the coresirbrand and product preferences
obviously greatly affect what mobile operators ct®to offer and thereby also exercise

power over mobile operators.

The power possessed by different buyer groups @swes from different sources. In
addition to consumers’ capability to influence meloperators, their power also stems
from their facility and tendency to switch the bdamhenever they see necessary while
the operators are generally tied to longer-termtragtual obligations towards the
manufacturers. The distributors and retailers, ddipgy on their size, then represent a
middle case where they have some contractual dglgdigaand generally buy substantial

volumes.

Supplier power

The supplier power stems from supplier switchingtspodegree of input adaption,
strength of the distribution channel, scarcity witable suppliers, ability of suppliers to
vertically integrate, importance of quality/cost.ein the mobile phone industry, with
respect to other actors, suppliers generally pessesdiocre market power (see e.g.
Datamonitor, 2010a; Datamonitor, 2010b) althoughsome cases companies such
Nokia have been accused of dominating their suggpiiéno have had no choice but to
obey and adapt (Alkio & Lilius, 2009). This domimanresults, among other things,
from the handset manufacturers’ agility in tendgramd switching suppliers. However,
it should be noted that the emergence of large MBl&s as Samsung as suppliers and

the increasing complexity of the supplied composeetve to increase supplier power.

In Europe and the United States there does not seé@ any obvious difference while
the supplying is global and, especially, not focuseither in the United Stated nor
Europe. Finally, one should note that the depersl@ica company on each of its

suppliers varies to a great extent. For instarice nobile phone manufacturer designs

29



its hardware to match the operating system supplea specific supplier (say HTC for
Google Android), switching the supplier would congée a significant cost and might

lead to supplier’'s dominance.

New entrants

The situation in the mobile phone industry withpes to ‘new entrants’ is currently
two-fold. On one hand, mobile phones have reacheld somplexity that any company
planning on entering should generally have vastrioml, technological and marketing
resources. On the other hand, the homogenizatitardfvare especially in the low-end
and the increasing software focus allow an easmry or companies traditionally
strong in software R&D such as Google. Neverthel#iss capital intensity of the
industry still constitutes a significant barrier erfitry and the dimension ranks average
both in Europe and the United States (see e.g.niatéor, 2010a; Datamonitor,
2010b).

Recently, the fast economic growth, development antérnationalization the

economies of certain Asian countries, South Kofiegawan and China in particular,

have encouraged companies from these markets &v g European and the U.S.
markets in search of further growth. The entryahpanies such as HTC (Taiwan) and
ZTE (China) has increased competition especialtthenlow and mid-range (Schwartz,
2009, Medford, 2008). However, this recent incregs¢he number of actors in the
European and the U.S. markets also makes the nlagseattractive for new entrants in

the future.

Deqgree of rivalry

The degree of rivalry also includes a great nunadbdactors: competitor size, number
of players, level of differentiation, low-cost sehing, similarity of companies etc. The
mobile phone industry is dynamic by nature withrslpooduct life cycles and changing
consumer tastes. Both in Europe and the UnitedeSttiere are numerous large

manufacturers present in the industry is and thepatition in all categories fierce
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(Mustonen, 2010). Even if none of the manufacturerable to dominate any single
market, they have the power to influence prices thed actions affect other actors.
During recent years the transformation of the imgu®wards software focus has also

attracted new companies and added to the rivalpdler, 2007).

The rivalry originates from different sources ifffglient categories. In the low and mid-
range the products are feature-wise fairly simaladl numerous, and the competition has
a strong price focus. In the high-end some companigple in particular, have
managed to differentiate their offering and reapadly higher than average profits.
(Frommer, 2009) In general, the degree of rivalbyld be considered to rank highest
among the five forces especially now that seversibA companies are entering the
market and traditional players are fighting at tost of profitability over their market
shares (Herrala, 2009).

Threat of substitutes

Currently there would appear to be no obvious stibstfor mobile phones in people’s
everyday lives. Rather, it seems that mobile phanesbsorbing many of the functions
of the other electronic devices such as camerauleabr, MP3 player etc. The closest
substitutes would traditionally be fixed line tetegmy which obviously lacks mobility to
really be considered substitute and a laptop coemputhich can be considered more of
a complementary product (also finds support instheondary data on the US market in
Chapter 5). However, it should be noted that marythee manufacturers of
complementary products may actually notice an dppdy to become mobile phone
producers mostly utilizing their existing knowledgad expertise in electronics (take
LG and Samsung for example). Thus, in the case affiln phone industry, threat of
substitutes would not constitute a major factothe five forces framework (see also
Datamonitor, 2010a; Datamonitor, 2010b).
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3.3. Europe

According to Datamonitor (2010a) mobile phones stduprofile the European mobile
phone market shrank by 2,6 % to a value of $23libhiin 2009. In the same year, the
total unit sales reached a volume of 260,8 millioits corresponding to a per-unit price

of $95,6. The historical value and growth of therkeais illustrated in Figure 10.
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Figure 10. European Mobile Phone Market Value (adafed from Datamonitor, 2010a:10)

Looking at the distribution of the market valuekarope (Figure 11) it can be seen that
the three largest countries by mobile phones sallesne account for around 53 percent
of the total market value. The five biggest, Gernpdfrance, Italy, United Kingdom
and Spain already total approximately 73 percehus] the European mobile phone
market is strongly driven by a few developed angubous countries while the

contribution of most European countries (50 inBatafairly small.
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Figure 11. Market volume by country in Europe (Datamonitor 2010a:12)

Nevertheless, one should note that the purchasimgpvaries notably across Europe
and influences the prices of phones bought in eactry. The three biggest countries
by sales constitute 28,4 % and the five biggest 48,of the population of Europe.
Comparing these population figures to the respecsivares of market volume it is
evident that people in these five high GDP coustrehere GPD (PPP) in 2010 ranges
from $29 400 (Spain) to $35 700 (Germany), spencerma average on mobile phones
than in the rest of Europe which accounts for 3%,®&f the total population but only
26,8 % of market volume. (CIA 2011, IMF 2011)

While the market value in dollars gives us relevafdgrmation of the growth or decline
of a market, it does not reveal the compositiothts value. In order to gain insight into
the type and category of handsets that consumegrseach given year, it is useful to
look at the average selling price of a mobile phdriee number of units sold each year

and the average unit price are given in Figure 12.
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Figure 12. Number of units sold (millions) and unitprice ($) in Europe (Datamonitor, 2010a:11)

As evident from Figure 12, despite the growth ia ttumber of units sold (210 million

to 260 million over 5 years) the total sales volumas not risen correspondingly due to
a decline in the average price of a unit during320007. This can be interpreted in
several ways. First, increasing price competitiaghtnhave forced vendors to reduce
their retail prices in order to retain market shareis claim finds support in an article

published in the Finnish magazine Tietoviikko (2D&tting that the average price of a
Nokia mobile phone went down from 64 euros to 6dogdrom Q2/2009 to Q2/2010

and that of smart phones from 181 to 143 eurosil&@iy) South Korean LG saw a

decline of 27,8 % in the average selling price (ASRrring the same period.

(Lenninghan, 2010)

Another reason that may explain the evident redaadt the average cell phone prices
is the increasing sales in developing countriesstimon Asia and Africa. These
handsets mostly represent the low-end of manufaumproduct assortment and
thereby lower the average price. Thirdly, mid pdi¢eandsets are starting to offer many
of the functionalities traditionally available ingh-end devices and can therefore meet
the demands of the average consumer. Howeverirémd reversed in 2007-2008 and
since then the sales volume has seen a small ddulinthe average price has gone up
by close to 10 per cent.
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Market shares

The development of market shares of individual canigs in the European market has
been presented in Figure 13. Despite the heatedtelelver and discussion on the
performance of individual companies (especially ido&and Apple) over the last few
years, the changes in their relative positions hatebeen very dramatic. Perhaps the
clearest individual trend has been the rise of Sagso clearly occupy the'@position

on the market still about 8 percentage units belNo#lia. The following four biggest
handset manufacturers all account for individuatkeshares of 5-10 %, i.e. already
trailing around 20 percentage units behind Samsuny25-30 percentage units behind
Nokia.

45,0%

40,0% /. N —— 1. Nokia
35,0%

I/r 2.Samsung
30,0%
25,0% ) 3.16
20,0% == 4.Sony Ericsson

15'0% j\&
10,0% x_’;\ / Ty 5.Apple

5,0% He— = 6.Research in
Motion

0,0% T T T T T 1
2005* 2006* 2007 2008 2009** 2010**

Figure 13. Handset manufacturer market shares 2002010 in European market.
* Based on Q1 sales. ** Based on Q1+Q2 sale@ 2006, 2008, 2010)

There is, however, a reason why the debate eslyeaiar the so called flagship models
and their relative competitiveness could be judifiA well accepted argument has been
presented that many of the customers on the mhdsst their purchasing decisions on
how advanced they consider the manufacturer toviea & their intention is not to
acquire the flagship model (or even a smart phdd@yne might argue, that the relative
decline of Nokia from 2007 to 2010 could be expdalily the absence of a comparable
flagship model to that of Apple (i.e. iPhone) ewbiough the flagship model itself
contributes a fairly small portion of the totalesl For example, Nokia’s flagship model
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N8 was estimated to account for around 3,2 % ofi&lskotal sales in Q4/2010 (Nokia,
2010d; Rautanen, 2010).

What follows, is an analysis of the developmenthef sales and market share of Nokia
during the period of 2005-2009. Prior to 2005 N&ksales in Europe were included in
a compound figure consisting of Europe, Middle Eaasl Africa and are therefore not
comparable. The whole statistics of Nokia's sakeseported by the company are given
in the 20-F filing. Notice that the market sharélokia in Figure 13 and Figure 14 and
not fully comparable as Figure 14 uses year endegalvhile Figure 13 bases on a
combination of Q1, Q1/Q2 and full year average retdhares. In addition, Figure 13
utilizes IDC estimates while Figure 14 those gibgnNokia. This decision is justified

by the intention to maintain comparability withirgeaph (between companies in Figure
13 and Europe-global in Figure 14) and the lack\dilability of full year data for all

the companies.

In Figure 14, we notice that during the period 602 — 2009 Nokia has been able to
steadily increase its market share in Europe froourad 37 % to 42 % excluding a

small temporary notch in 2006. Globally, the comphas maintained its market share
in the range of 34 — 36 % during the 5 year peridte most recent reports about the
development during 2010, however, indicate thatethe likely to be a drop in both the

global and the European market share whereas #rages price of Nokia phones has
risen from 61 Euros to 65 Euros. (Nokia, 2010a)
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Figure 14. Nokia's sales and market share in Europ2005 — 2009(Nokia 2007, 2009, 2010c)
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3.4. United States

This section on the U.S. mobile phone industry fallow a similar structure to that
presented for Europe in Section 3.3 to allow fopeparison of the two in Section 3.5.

The U.S. mobile phone market inclined by 5,6 % i@ake of $10,4 billion in 2009. In
the same year, the total unit sales were 125 millinits corresponding to a per-unit
price of $83,2. (Datamonitor, 2010b) The historicalue and growth of the market is

illustrated in Figure 15.
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Figure 15. United States Mobile Phone Market Valu¢Datamonitor, 2010b:10)

Similarly as in the case of the European market,uke now look at the historical
development of the average handset price in theéedrbtates (Figure 16). Despite
being a single numerical value (instead of an esttendata set), the average price gives
us relevant information not only about the categoof phones that consumers buy (low
end, smart phones etc.) but also about the busieegsonment and the resulting
competition in a given market. For instance, in Zama 80 % of the population
interviewed for a study reported having bought I mieone in the range of $40 — $80
while very rarely exceeding $150. (Mpogole et aD20This figure clearly indicates
that the competition takes place in the low-endeiad of smart phones where high-end

manufacturers such as Apple are absent.
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Figure 16. Number of units sold and unit price in he United States (Datamonitor, 2010b:11)

In the U.S. market, years 2004 to 2006 showed @& clecline in the number of units
sold whereas the average price of a phone climbeatliby with the introduction of
several series of smart phones. In 2007, the ecdhrthe unit prices halted and turned
into a sharp decline reaching a level of $114 @& his sharp decline in the unit price
was not even offset by a corresponding increasthenunit sales as the total market
value dropped from $11.5 in 2007 to $9.8 billior2B08.

The development of the US mobile phone market vatudd be explained by various
factors. Firstly, the increasing competition espkgi from the South Korean
manufacturers Samsung and LG forced price cuts aisong the traditional players
(see market share development Figure 17). Secbedsttll on-going financial crisis
escalated during 2007. The atmosphere createddegj@ening distress in the financial
markets spreading to the society caused both cagrsuamd companies to reduce and
postpone their spending, mobile handsets inclu@dddford, 2008) Finally, as in the
case of Europe, the development of mid-priced hetsdto include functionalities
earlier available only in the high-end has moveahaed toward the low-end.

Market shares

In this section, the current competitive situatioh the handset manufacturers is
discussed. Due to the fact that mobile operatossgss significant power on the U.S.

market, a brief overview of the current compositisnprovided. Finally, the section
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concludes with a discussion on Nokia's recent hisab performance in the United
States.

As seen in Figure 17, the current North Americarbileophone market composition
differs significantly from that of Europe. Lookirag sales volume of all mobile handset
(as opposed to only smart phones, see Figure h8je tare three major players
Motorola, LG and Samsung that together accounali@mut 70 percent of total sales. On
this market the global leader Nokia only ranks fouraving with its 7 % market share
having been bypassed by the Blackberry manufactlesearch In Motion (RIM)
during 2010.

25,00% \
+

20,00 % —&— Motorola
- LG

15,00 % — Samsung
—> Nokia

—#—RIM

10,00 %

5,00 %

Sep-09 Dec-09 Mar-10 May-10 Aug-10

Figure 17. U.S. market shares 2009-2010 (Comscor@®, 2010), 3 month averages (end date)

If we look at the smart phone sales during 200992811 the U.S. market the situation is
very different (see Figure 18). Now, Research Intitohas a clear lead (37,6 % vs.
24,2 %) to its closest competitor Apple but it hast 5,0 percent of its market share in
the course of a single year. Apple has retaine@5tpercent share, the most important
development being the extremely fast rise of Gog¢gtedroid platform) from 2,5 % to
19,6 % in one year. (Comscore, 2009; Comscore, )2@talitionally, more recent
research indicates that during Q2 2010, Android Almdady taken the lead in new
shipments the corresponding shares being: Andr@itl3RIM 28 %, and Apple 22 %
(NPD, 2010).
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The rest of the manufacturers have lost marketeskast. Still, in September 2009

Microsoft had an almost 20 % share of smart phaesdout has since declined rapidly
to its current 10 percent point. Similarly, Palns lgmne from 8 % to 5 % mostly against
Android. Finally, category Others includes sevaranufacturers such as Nokia that
have been unable to gain significant market shara fvariety of reasons including the

structure of the market (different sales chanraerator power, strong domestic brands
etc.).
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Figure 18. Smart phone sales in US (Comscore 20@®10), 3 month averages (end date)

Now, looking at the performance of Nokia in the tddi States since 2005 (Figure 19),
we notice that Nokia has not always been in thegmat “Others”. In 2005 Nokia still
had 18 percent of the U.S. market. (Nokia, 200%0king further back, in 2002 Nokia
had 35 percent of the market (Helsingin Sanomad8R0The decline from 35 % to
around 7 % has been drastic and has taken plapégeddse management’s well known
remark “not to rest before the United States hamlveconquered” (see e.g. Tietokone,
2009).
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Figure 19. Nokia's sales and market share in Nortlhmerica 2005-2009 (Nokia 2007, 2009, 2010c)

Nokia’s problems in the U.S. mobile phone markestirace back to the beginning the
last decade, i.e. to the years 2001-2003. TherlistoNokia’'s limited success and the
reasons extracted from the case analysis will beudsed in more detail in Chapter 5

and especially in Section 5.1.

Finally, let us look at the composition of the Unsarket in the light of mobile operators
and how Nokia is represented in their offering.s&en in Figure 20 there are currently
two mobile operators, Verizon and AT&T, that togatliccount for about 57 percent of
the U.S. customer base. Sprint and T-Mobile folstwaight after having a combined
market share of 25 percent. Additionally, thera iracfone with a 5 percent share and

other smaller operators having a combined 14 %.
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Figure 20. Operators” market shares, March 2010 (Guascore, 2010)
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To have an idea of how well Nokia is representethenconsumer marketing of the 4
largest US operators, their current {28ctober 2010) websites were reviewed and the
following data was gathered:

* Total number of smart phones in offering

» Total number of feature and multimedia phones farofg

* Total number of Nokia phones in offering

» Total number of Nokia feature and multimedia phanesffering

* The brands in offering

* Nokia’s models in offering

The results are summarized in Table 3.

Table 3. Nokia on US operators Internet sites (Vezion, 2010; AT&T, 2010; Sprint, 2010; T-Mobile
2010)

Feature and Nokia Nokia Brands in offering Nokia’'s

multimedia smart feature and models in
phones phones  multi-media offering
phones
Verizon HTC, Palm, LG, RIM, 7705 Twist
Motorola, Samsung,

Android, Casio, Verizon

AT&T 28 80 0 3 Apple, Palm, Samsung, | 2330, 2720,
Motorola, HTC, HP, RIM, 6350
Sony Ericsson, Pantech, LG,
Sharp
Sprint 18 22 0 0 HTC, Samsung, Palm, LG, -
Sanyo, Blackberry, Motorola
T-Mobile 26 22 1 4 Samsung, Motorola, Sony 2330, 2720,
Ericsson, LG 5130, 5230,

E73

Looking at Table 3 it is evident that Nokia has heén able to capture the potential of
the operators as a sales channel. One out thebfggest operators (Sprint) does not

represent any of the Nokia’s 26 models currentlgilable on its US website and only
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one (T-Mobile) has a smart phone (E73) on itsrigtiMoreover, in total the operators
only offer 6 different Nokia models.

3.5. Europe and the United States — similaritiescagifferences

This chapter started with an overview of the molpl®ne market (Section 3.1) and
continued with a five forces analysis of the samé&ection 3.2. Sections 3.3 and 3.4
discussed the essential characteristics of the gearo and the U.S. markets,
respectively. In this final section, a brief compan of the two markets will be
provided having as an objective to highlight the stnprevalent similarities and

differences.
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Figure 21. The Mobile Phone Value System (adapteddm Porter & Solvell, 2002)

Firstly, both the U.S. and European markets areeldped and the consumers, in

general, have fairly high purchasing power. Obvipush both markets significant
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regional differences exist. In Europe, there araintees such as Norway and
Switzerland whose nominal gross domestic produeRL)) are in the order of $70 -
80 000, whereas some Eastern European countrieR@ngania are still below $10000.
(World Bank, 2009) In North America, at least datally, residents in all states
possess significant purchasing power as the peitacapominal GPD ranges from

around $25 000 of Mississippi to $51 000 of Disto€ Columbia. (US Department of

Commerce, 2010) However, the prevailing high lesdlsncome inequality in the US

make the make market highly fragmented. Moreoves, fact Europe consists of 50
different countries some still being outside of tBeropean Union increases the
fragmentation of the market.

In light of the composition of the market (see Fegwl), the European and U.S.
markets present mostly similar but also fairly idist characteristics. Despite the fact
that all the actors (MNOs, vendors, dealers, statzizion bodies etc.) are present on
both markets, their roles are significantly difigre From the mobile handset

manufacturer’'s point of view, there exists a calidifference: the market power of
mobile (network) operators. While in Europe molil@ndset manufacturers sell and
market their products through various channels@jrvendor, mobile operator etc.), in
the United States the operators and their licerdisttibutors are the only major

channel. This calls for different operation modes the handset producers are
practically forced to cooperate with the operatdies difference becomes evident when
looking at Nokia’s sales volume via different distition channels in each continent
(Figure 22).
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Figure 22. Nokia's distribution channels in 2006 (dapted from Hyoty, 2011:150)

Finally, the differences in distribution channefglaelative power of actors also greatly
influence the aptitude of a strategy for a giverrkaaa While in Europe and most other
continents handset manufacturers with strong braatishrough operators, distributors
and retailers under their own brand, in the Uniftdtes only the ones who have

collaborated with operators have succeeded in negutiigh market shares.
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4. Methodology

In this chapter, the methodology applied in the ieicgd part of the thesis is presented.
In Section 4.1 the fundamental elements of casdystasearch will be explained

followed by a discussion on the critical realisnpegach in Section 4.1.1. In Section 4.2
the case study setting is described together wiisaning for the selection of this very
case. The methodological choices related to dateection and data analysis are
presented in Sections 3.3 and 3.4, respectivehallyi validity and reliability of the

chosen methodology are evaluated in Section 3.4.

4.1. Case study research

Case study as a social sciences research appraacignificantly gained in popularity
during the last couple of decades. Compared torgibssible ways of conducting
research in this field, such as surveys, historegyeriments, and epidemiologic
research, case study offers significant advanthgealso presents a significant number
of unique challenges and disadvantages. Generedlge study can be considered
appropriate and preferred when the researcher fimdself (or herself) asking “how”
and “why” questions, has little control over everasd focuses on a contemporary
phenomenon. (Yin, 2009) To cope with the inherehtllenges related to the
complexity of real-life and the vast amount of ahles and data points available,
several approaches have been proposed, e.g. profce@ssucting theory (Eisenhardt,
1989) and triangulation (see e.g. Denzin, 1970).

The case study research method can be defined msefigirical inquiry that
investigates a contemporary phenomenon withina#d-life context, especially when
the boundaries between phenomenon and context @reclearly evident”. (Yin,
2003:13) However, case studies can furthermore dbegorized using a number of
criteria. Firstly, a distinction can be made betwesngle-case and multiple-case

designs depending on the number of individual césdse analyzed. Second, research
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designs can be further divided into holistic (senginit of analysis) and embedded
(multiple units of analysis). (Yin, 2009) Third, sea studies may approach reality as
something apprehensive to be discovered systentatigsitivism) or as a social
construct (interpretivism). Finally, case studiesyrbe both qualitative and quantitative
in nature.

Since case studies entail such a wide range ofadelbgical choices, many researchers
suggest that case studies should be considered bfoee research strategy that
encompasses several methods than a method itskile Wbt following a strict set of
methodological rules, case study allows for grésatilbility and more in-depth analysis
of the unfolding phenomena.

The case study presented in this thesis followslstlt single-case design utilizing
both quantitative and qualitative data sources dogater validity and reliability.
Furthermore, the research problem is approached #ocritical realism perspective
thereby not conceptually falling under neither pesim nor interpretivism. The case
study itself is supported by analysis of the Euempand U.S. markets presented in
Chapter 3.

A chronological presentation of the case studyittink to preceding and subsequent

parts of the thesis are illustrated in Figure 23.
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Figure 23. Case study procedure

Critical realism in case study research

Traditionally, case study researchers have adomider a positivistic or an
interpretistic approach in their research. Thoseaechers who take a positivist position
are often inclined to theory building through th&ewf multiple-case studies and put
significant focus on internal and external validigonstruct validity and reliability.
(Yin, 2009) By these and other means, positivigisk to enhance the reliability and
credibility of their studies. On the other handtempretists deny the possibility of
knowing what is real and claim that the informatian always distorted by the
observer's own values, feelings etc. allowing oribr an interpretation of the
surrounding reality. (Healy & Perry, 2000)

To serve as a middle ground between positivismimatgdpretivism, critical realism has

emerged. Critical realists argue that there isa weorld to be discovered although
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being only imperfectly and probabilistically appeeisible. Like positivists, the
supporters of critical realism look for ways to irye the reliability of the research by
relying on multiple perceptions of participants amigngulating over multiple data
sources. In this context, each participant’s pdroaps considered as a window into
this existing reality. While interpretists might beterested in studying how the
participant views the world, the window is cons&bbra means to advance their

understanding of the objective world. (Healy & Be&000)

The study of Nokia in the United States is appredcfrom the viewpoint of critical
realism for several reasons. Firstly, Nokia repmesean interesting, somewhat
exceptional, but still a single case and, as sdoles not serve as a basis for theory
development often sought after by positivists. (@&e Eisenhardt, 1989) On the other
hand, one of the fundamental goals of this thesike better understand the reasons for
Nokia’s relatively modest performance in that venarket. Therefore, belief in the

existence of a real world and reliable informati®iimperative.

4.2. Case study setting

The U.S. mobile phone market was chosen as the czagext for multiple reasons.
First, the United States represents a market wekéa has been fairly unsuccessful as
opposed to most other world markets. Second, tuetate and the power relations of
the players in the United States are very diffeterthose of e.g. the European market.
Finally, gathering data of the U.S. market is faidtraightforward as it is well

documented and closely observed in most partseofvthrid.

As recently as 2002, Nokia held a market share5o¥%3in the United States, but this
quickly eroded down to around 7 % in 2009. (O’Bria2009) However, the

explanations given for the sharp decline and Ngkiansatisfactory performance in
general, are mixed. In this work, the data fromesal public sources ranging from
company reports and market data to newspapers arketranalyses will be combined

with selected interviews with key experts to shigthtl on the explanatory factors for
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these phenomena. This empirical part of the stidypreceded by a study of the
European and U.S. mobile phone markets (see Chaptirat provides the basis for

understanding the fundamental differences of défiemarkets.

Despite its longitudinal nature, the study doesgeak to describe Nokia's actions nor
the U.S. market in chronological detail. Rathee #tudy covers a meaningful time
period that allows a collection of a sufficient wole of secondary data so that both
permanent and passing phenomena related to Naitaaion can be identified. Thus,
this thesis will only consider the period rangimgnh year 2002 when Nokia was still
thriving in the United States until 2011 when thianary and secondary data collection

was completed.

Nokia Corporation — an overview

Nokia is a Finnish multinational telecommunicationempany headquartered in
Keilaniemi, Espoo. In 2010, Nokia employed aroun82 000 people (including
NAVTEQ and Nokia Siemens Networks), reported nédssaf EUR 42.4 billion from a
total of more than 160 countries, had productiofi and R&D presence in 16 countries.
In 2010, Nokia remained the global market leadeh s market share of 32 % down
from 34 % in 2009. (Nokia, 2011c)

The history of Nokia dates back to 1865 when Fkethtestam found the first wood
pulp mill on the banks of the Tammerkoski rapidsoy thereafter, he found another
mill by the Nokianvirta river (in the city of Nokjahat gave the company its name. Few
decades later in 1898 the company moved to rubbsinéss (founding of Finnish
Rubber Works) and in 1912 expanded to cable busi(fesinding of Finnish Cable
Works). In 1960, the company again establishedfiits electronics department
followed by a merger of Nokia Ab, Finnish Cable \W®@and Finnish Rubber Works
into Nokia Corporation. (Nokia, 2011d)
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Nokia's story as a manufacturer of mobile phonegahein 1979 when Nokia and
Salora introduced Mobira Ltd as their joint ventdoeusing on the development of
NMT (Nordisk Mobiltelefon) phones. The first MobitdMT phone was launched in
1982. During the 1980s Nokia was still highly dsiéed producing televisions,
computers, chemicals, military equipment etc. 182,9orma Ollila became the CEO of
Nokia and focused the company on telecommunicatianding up non-core activities
in a rapid fashion. (Nokia, 2011c) Within a few geaf the election of Ollila, Nokia
managed to reach dominance in the globalizing ragiflone market and has retained
that position until current day. However, during tlmost recent years Nokia has faced
intensifying competition and reports of internadamanagerial problems have eroded
the value of the company. (see Chapter 5) In Fepr2@11, the current CEO Stephen
Elop announced the historical joint venture withchMsoft focusing on the development
of a new mobile phone ecosystem based on the Wisd®lvone 7 operating system.
(YLE, 2011)

In the course of its history, Nokia has gone thiowggveral large organizational
changes. In the last couple of years, the changéisei business environment and the
acquisition of the navigation services provider NPWRQ and the joint venture with
Siemens have necessitated further changes in gfamiagation. The current (April 2011)
structure of Nokia has been presented in Figurariithe organizational charts of 2006
and 2008 in Figure 25.
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Figure 24. Nokia as of April 1, 2011 (Nokia, 2011)
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Currently, Nokia entails three business groups MolBihones, Smart Devices and
Markets. While the Mobile Phones unit focuses omelo price segments, the Smart
Phones unit is in charge of Nokia’s smart phonestigament and the research on future
devices and platforms to support long-term profiitigb Finally, the Markets business

unit is responsible e.g. for the company’s suppigies, sales channels and marketing
and branding functions. It should be noted thaigaificant part (revenue 2010 EUR

12.7 billion) of Nokia’'s business is in network nastructure under Nokia Siemens

Networks although excluded from this thesis.

4.3. Data collection

The data collection methods used to analyze théonpeance of Nokia in the U.S.
context include interviews for primary data and Ippibources such as company reports
and news for secondary data. Gathering of dataeiseped by the analysis of the U.S.
and European mobile phone markets presented int&€h&pThe data collection for the
case study is designed in a way that the most comaxplanations for Nokia's
unsatisfactory and deteriorating performance ararted through triangulation of
several secondary data sources. These data areesgoped by selected interviews
with key experts in the field.



Interviews

The collected secondary data served as a bagpaioning the content of the interviews
and also the selection of the individuals to beerwiewed. The interviews were

primarily carried out in order to gain additionakight into the findings of secondary
data and are therefore limited in number. The texs@ns interviewed were selected to
represent different viewpoints (academia vs. bissinéo the studied phenomenon. A

general description of the interviewees is preseiméable 4.

Table 4. Description of the interviewees

Interviewee Position Organization
Hannu Rauhala Senior Analyst (Telecommunications) ohjdta Bank, Finland
Heikki Himmainen Professor (Networking Business) [tABniversity, Finland

Secondary data

The secondary data collected for the case studgistsnof selected company reports,
market and company analysis, news and magazingeartitnd books. The individual
data sources among these are selected on thetbasithey represent both material
provided by the companies themselves and partigsdéin be considered unbiased.
Furthermore, the secondary sources are selectasl teorepresent the views of different
geographical locations (Finnish, other EuropeanstiNé\merican etc.) that may be
inclined to a location-based bias. In additionite geographical scatter, the sources are
selected such to cover the period of 2002-2011 alengg the most common

explanations at each time.

An example of the secondary data sources is giv@rable 5. A full list of all the data

gathered for the study is given in Appendices I-llI
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Table 5. List of secondary data sources (example)

Why Nokia is/is not What will/did Nokia
Nr | Type Date Source Title succesful in the US? do? Whose opinion?
Mobile Phone Sales Gartner
News Suffer First Negative CDMA the dominant Dataquest
1| article 15.3.02 | ClickZ Year technology analysts
Nokia stronger is US since
News Dagens Nokia férsoker major operators have
2 | article 17.10.02 | nyheter skrémma kunderna switched to GSM Jorma Ollila, CEO
News Lack of operator Thomas Lynch,
3 | article 28.1.03 | Talouselam& | Moto kampeaa Nokiaa | cooperation Motorola CEO
CDMA technology -I-
Olli-Pekka
Nokia Warns of Lower Kallasvuo, Nokia's
News New York Sales, Blaming Nokia upbeat because of chief financial
4 | article 11.6.03 | Times Economy and SARS new product introductions officer

During the course

of secondary data collectiontal tof 42 news articles, 4 books, 10

company reports, 2 market analyses and 5 businegs bvere reviewed. A more

detailed description of the distribution of the @edary data sources over the study

period 2000-2011 is given in Table 6. As evidenthia table, more focus was put on the

recent years to shed further light on the currgnagon.

Table 6. Distribution of reviewed secondary data soces 2002-2011

2002 2003 | 2004 2005 2006 2007 2008 | 2009 2010 2011 TOTAL
Nokia 1 1 1 1 1 1 1 1 1 9
annual
reports
Market 1 1 2
analyses
Books 1 1 1 1 4
News 2 2 3 3 4 4 5 10 6 3 42
articles
Blogs 5 5
Total 4 3 4 4 5 5 6 13 14 4 62
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4.4. Data analysis

Since the case study procedure consists of phaseiewgathering of primary data was
preceded by the collection and analysis of secgndata (see Figure 23), the data
analysis involved multiple stages. Firstly, the lgsia of secondary data consisted of
three stages:

1) Reading the material

2) Extracting explanations

3) Categorizing explanations (or finding themes)

In the first stage, the secondary data were reaxligih and the parts of text containing
relevant data were clearly marked. In the secoadestthe different explanations were
extracted into MS Excel. Finally, the explanatiovere categorized into themes. These
themes can be defined as “abstract (and often fueawstructs that investigators
identify before, during, and after data collectio(Ryan & Bernand, 2002) In this case
study, themes are the high-level categories of amgilons given for Nokia's
performance in the United States such as ‘increassdpetition’. This procedure
included developing a codebook to reduce the ddtadppropriate categories. (Miles,
1979) This codebook should develop through itematimroughout the study to best
represent to most common general themes foundemtaterial. (Ryan & Bernand,
2002)

Based on the analysis of secondary data, the dsntérthe interviews were drafted.
The interviews followed a semi-structured formagkseg to gain additional insight into
the findings from the secondary data. All interviewere followed by immediate

reflection and transcribed during the next coupldays.

Finally, once the data were grouped into approprinemes, a conceptual model was
drafted to illustrate the occurrence of differexplanations. This conceptual model was
further extended to include the explanations tlwadlc be derived from the Chapter 3

analysis of the European and U.S. markets.
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4.5. Validity and reliability

Although the case study presented in this theses st aim at theory building due to
its limited focus on a single company on a singlrkmat, validity and reliability are
nevertheless of great importance. Four tests haea bommonly used to evaluate or
establish the quality of empirical social scienesearch (see e.g. Kidder & Judd 1986:
26-29). These attributes include construct validibternal validity, external validity
and reliability. The tactics to be used when dephvith each test and the phase in

which each tactic occurs are summarized in Table 7.

Table 7. Case study tactics (Yin 2009)

Attributes Case study tactic Phase of research in

which tactic occurs

Construct validity | Use multiple sources of evidence Data collection
Establish chain of evidence Data collection
Have key informants review draft case study repgriComposition
Internal validity Do pattern matching Data analysis
Do explanation building Data analysis
Address rival explanations Data analysis
Use logic models Data analysis
External validity Use theory in single-case studies Research design
Use replication logic in multiple-case studies Research design
Reliability Use case study protocol Data collection
Develop case study database Data collection

Construct validity

To establish construct validity, several tacticyevapplied in the course of the study.
First, the study utilizes several secondary datarcgs combined with interviews to
increase credibility. Moreover, the findings frolmetprimary and secondary data are
reflected upon the analyses of European and U.Sketsato further enhance the
credibility of the data. Finally, the intervieweasre requested to review the case study

report.
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Internal validity

For this study aiming at explaining the (unsatisfag performance of Nokia in the
United States the concern for internal validitgigical. As pointed out by Yin (2009),
trying to establish a causal relationship whereeads to y can be dangerous if the
investigator is not aware or neglects the presem@me third factor z that may have
caused or influenced y. Out of the tactics lisied able 7, this thesis relies mostly on
explanation building and addressing rival explaati Since it is obvious that no one
explanation or a well-defined set of explanatiomsste the research presented here

merely seeks to evaluate the credibility of eacteigiexplanation.

External validity

The third test of external validity is perhaps doectly suitable to evaluate this work.
Even though single-case studies can be explaindddnyy, and theories can be tested
and contrasted upon single-case studies, the dtpiienomenon presents such a large
number of unique properties that the existence sihgle theoretical framework with
explanatory power is highly unlikely. However, thase study still bases on a wider
theoretical framework of economic theory especially the fields of strategy,

competition and international business.

Reliability

The objective of the last test ‘reliability’ is tmake sure that if a later investigator
followed the same procedures as described by alereanvestigator, the later
investigator should arrive at the same findings emnclusions. (Yin, 2009) To achieve
reliability, the case study of this thesis not onligcusses the data collection and
analysis procedures in detail (Chapters 3-5), lmat presents the full database of all the
secondary material used in the study (Appendidé$. The full interview data is also

available on request.
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5. Case study findings

In this chapter, the findings extracted from thalgsis of secondary data and interviews
are presented. In Section 5.1 the case of NokiharUnited States will be analyzed in
light of the secondary data (42 news articles, AQual reports, 4 market analyses, 4
books and 5 blogs) and interviews. In Section B takeaways from the Section 5.1

analysis will be taken to the industry and marlketel and serve to complement the

market analysis of Section 3.3.

5.1. Nokia’s performance in the United States

Secondary data

In the analysis of secondary data, all explanatgimen in the material were grouped

into respective categories. The categories withuweace 3 are given in Table 8 (for

the full table refer to Appendix V).

Table 8. Themes in secondary data with N>=3 (*

ference to historical events)

Explanation category 2002 |'03 |'04 |'05|'06 |'07 |'08 | '09 | '10 | '11 | Total
1 Problems in operator cooperation /

operator market power 1 1] 1 3] 1| 7| 2| 1 17
2 | Nokia focused on GSM while CDMA is

preferred in the U.S. 11 1 20 3| 1| 2| 2 12
3 Symbian related problems 3] 6| 1 10
4 | Lack of tailored products for operators or

U.S. market 1 2 10

Intense/intensified competition 6

Delay in offering clamshell phones 3] 1] 1 1* 6
7 | Phone design does not attract American

consumers 1 1 1] 1 4

Too few high-end models available 2 4

Offering not appealing/innovative 1 |1 2 4
10 | 100 few models represented by operators 1 1| 1 3
11| Application development environment 20 1 3
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As seen in Table 8, the predominant explanatioreliated tooperator cooperation
which, again, stems from operator market powerthaa ability to dominate the supply

chain. As Gartner analyst Carolina Milanesi puts it

“The market in the U.S. has always been dominatethé carriers, so they call
the shots. And Nokia has had a difficult relatidpshvith the carriers.”
(Schwartz, 2009)

In the book Winning Across Global Markets authaigbock (2010) also states that:

“In the United States Nokia has sought to buildowgn brand... What makes the
U.S. business unique is that it is very much drivgrcarrier. In other markets,

distributors and retailers also play a role.”

Furthermore, Steinbock (2010) cites Nokia's Chanmrdarma Ollila saying:

“It's not like we have 300 million+ customers iretl).S... There are four to five

customers who control access.”

The operators, obviously, have a somewhat differeEvpoint:

“The attitude at Nokia was basically: ‘Here is age. Do you want it?’ Nokia
wouldn’t play by the rules here, and they have @ajtice.” — an executive at a
North American network operat¢®’Brien, 2009)

In the covered secondary material, problems in aiperelations were mentioned 17
times. Looking at the distribution over the exanditiene period, the first remarks are in
2002-2004 while most occurrences take place in 20D8us, it appears that
collaborating with operators in the U.S. has tiaddlly been a major weak point for
Nokia. While Nokia had pursued a global strategscify operators to accept non-
tailored products, large operators seem to haveldped resistance and combined with

market power, the relationship between Nokia artel Operators had become inflamed.
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However, Kari-Pekka Wilska, the president of Nokimericas, stated in 2002 that
Nokia had put a lot of emphasis on building solp@@tor relations in the United States,
and Southwestern Bell, for example, had build gddogistics center close to Nokia’s
plant in Dallas. (Haiki6, 2002) As also evident tihe interview with Professor
Hammainen (Section 5.2 Interviews), this was a nmanne history where Nokia was
still in good terms with the U.S. operators.

Now looking at Nokia’s strategic responses (Tahle/® see that there were 7 occasions
in 2005-2010 where Nokia has clearly indicated thatill focus more on operator

cooperation.

"We have definitely put more emphasis on our refeinips with operators in
the past 12 months* P. Alapietild, President at Nokia (Schwartz, @00

“In the past, we had a one-size-fits-all mentatityat worked well on a global
basis but did not help us in this market. ... Tag changed now, and there is a
recognition within the company that we have hadliange our attitude about
how we approach this market> M. Louison, President of Nokia North
America (O’Brien, 2009)

Clearly, there was recognition at Nokia that itpraach to the U.S. market needed a
change. To improve its situation the company laedcind promised to launch several
tailored phones for the market (response #1) intiaddto the additional focus on
operator cooperation (response #2). However, thersctaken by Nokia don’t seem to
have been adequate (see e.g. Figure 19). Althouggnaral belief seems to exist that
Nokia stuck to demands that the American carriefgsed to accommodate, the details

of the glitch remain to be disclosed:

“Of course only Nokia and the carriers know thelressues. ... The rest of us
are speculating.— M. Gartenberg, Analyst at Gartner (Boutin, 2010)
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Table 9. Nokia's responses in secondary data

Nokia's actions 2002 |'03 ('04 |'05 |'06 |'07 |'08 |'09 |'10 |'11 | Total
Lauched tailored phones for
1| operators or U.S. market 2 1 2 3 3 4 1 1 17
2 | More focus on operator cooperation 1 1 4 1 7
3 | Launched new CDMA phones 1] 1| 2 1| 1 6
4 | Launched clamshell phones 1 1 2
5 | Increased presence in the U.S. 1 1 2
6 | Adopted Windows Phone 7 2 2
Cooperation with Sanyo to produce
7 | CDMA phones 2 2
Develop Symbian to match
8 | expectations 1 1
9 | Develop Meego 1
TOTAL of of 1| o| 4| 0| O 1| 1| 3 10

The next explanation given in 12 sources is thallaiia focusing on GSM instead of
CDMA which was predominant in the United States. Da\{&306) describes the

situation as follows:

As the U.S. market remained fragmented in termstemhnology with carriers
controlling access, Nokia’'s “one size fits all maity” did not work in the United

Initially, Nokia was convinced, along with almoswvegyone else, that
Qualcomm's standard, called code division multipteess, or CDMA, would
fail. Nokia instead focused on a competing standaed became the dominant
wireless technology in the world. While CDMA has made inroads, GSM is
still the most prevalent wireless technology in wald. But with high-profile
carriers like Verizon and Sprint using Qualcomm®NMA technology, Nokia
and other wireless phone makers have realized #i&y must make phones

using that technology if they are going to imprédwveir sales.
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States. Nokia promised, in several occasions, itor tbor the U.S. market and even
specifically launch new phones with CDMA technolof@gsponse #3) to widen its
CDMA portfolio but with limited success. This hegibn to implement CDMA also had
its roots in the long-lasting debate between Quatnoand Nokia over some CDMA

related patents and Nokia’s reluctance to sourcM&DBhips from Qualcomm:

“Nokia's weakness in CDMA stems largely from itsis@ance to buying
computer chips from Qualcomm Inc., the San Diego that developed the
technology. Most phone manufacturers buy their CDi#s from Qualcomm.
Nokia figured that by developing its own chip oingschips made by other
manufacturers, it could avoid buying from Qualconmsaying money in the
process, analysts said. But the strategy didn'tkwand Nokia lagged behind. “
-Hughlett (2006)

In addition, Nokia had counted on Texas Instrumémtsrovide them with competitive
CDMA chips, but Texas Instruments had their focnsdifferent technology variation,
CDMA 2000 EV-DV, not well accepted by the major cagers who had opted for
CDMA 2000 EV-DO. At that moment Qualcomm had aro@@dpercent of the CDMA
chip market. (Davies, 2006)

In more recent sources (2010-2011) there are narnkesron CDMA related problems,
perhaps, due to part of the industry convergingarolw 3GPP Long-Term Evolution
(LTE) based technologies instead of 3GPP2 CDMA. Esample, Qualcomm
announced in November 2008 that it favors LTE fold by a decision by Verizon
Wireless to invest in LTE as the basis for its fatwireless cellular network (Reuters,
2008). Another reason might be the launch of comggtroducts such as iPhone and
Android phones that have intensified competitiomhi@ industry and drawn attention to

other, perhaps, even more important issues.

Third, in 10 instances in 2009-208ymbian was considered a possible root of Nokia’s
problemsin the United States. In a Forbes article Woyk@l(® summarizes Nokia’s

Symbian situation as:
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Well-regarded until about 2007, Symbian has suffdrem its incompatibility
with touch-screen devices. That defect has sinea berrected, but Symbian is
still largely viewed as outdated and unwieldy, madarly in comparison to

sleek operating systems like Apple’s iOS and PalveisOS.

Thus, Nokia’s Symbian should also be viewed inatetext of its competitors. Without
the presence of such strong new competition, Symaial its recent, more developed
releases could have been considered competitiveafanuch longer time. This
competition may have also lead into a lot of peaplestioning Nokia's Meego strategy
and the relative sluggishness in its developmesge (e.g. Gruman, 2010) Still, no
matter what the actual reasons are, Nokia cleadn'th met the goals and expectations
set for the development of its operating systentshésn complicating its already
difficult situation in the United States.

In response to the critique on Symbian and Meegeldpment Nokia has announced
to focus on the development of both operation systgresponses #8 and #9)
facilitating ease of use and adding functionalitids late as 2010 at Mobile World

Congress head of Nokia Solutions Anssi Vanjoki amoed that:

“Operators haven’'t accepted Symbian since it hagnbdragmented as a
programming platform. Symbian 3 will change theaion. It is uniform as a
programming platform. ... Complaints have been gaindor three years. They
have been justified. Symbian 3 will end these fal{&alminen, 2010, originally
in Finnish)

It could be concluded, therefore, that Nokia hatkeheined to reach its competitors by

developing its existing Symbian operating systemsilev acknowledging its

shortcomings. In the same talk Vanjoki also commeémn Meego development by:
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The Meego programming platform we started withlnié take us permanently
back back to the position in which are used to ¢pgiBalminen, 2010, originally

in Finnish)

Summing up the two statements by Vanjoki, the dimecseemed to be clear for Nokia
and that was focusing on the two systems in theeldpment of which Nokia had
played a major role. However, shortly after nomimgatthe new CEO Stephen Elop,
Nokia announced a complete turnaround in strat€yy.11" February 2011, Nokia
reported that it will adopt Windows Phone as itsnary smartphone platform leaving
Symbian to feature phones and Meego for “longentenarket exploration of next-
generation devices, platforms and user experien¢Bigikia, 2011e) followed by
chairman and former CEO Jorma Ollila expressingfulissupport and approval of the
new strategy saying that Nokia allied itself withickbsoft because the Symbian
operating system would not have been sufficientyngetitive in the long run. In
addition, he added that this “was a very good Sdnafrom Nokia’s point of view
because there were interesting partners on offiekwae were able to choose which one
we could make the best deal with.” (YLE News, 2011b

Now, let us have a closer look at the developménh® competitive situation in the
U.S. market. In six caseBitense or intensified competitiomas given as a reason for
Nokia's weakening performance in the United Stalteis. worth noting that all of these
instances fall into the period of 2008-2010.

“Nokia faces competition everywhere. At the highd drom Apple, in the
midrange by Research in Motion, and by the Koreardsthe Chinese in the low
end.” - Sherief Bakr, a Citigroup analyst (Schwartz, 2009)

“... the growing popularity of smartphones from Apples&rch In Motion,

Samsung, LG, and the emerging dark horse HTC,ilkeed/Ito deal Nokia’s U.S.
hopes a series of crippling body blow$§Medford, 2008)
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As evident from the above citations, Nokia now faggcreasing competition in the
whole range of its offering. While manufacturersctsuas Apple and RIM have
challenged Nokia in the midrange and high end etlealso now more competition in
the low end, traditionally dominated by Nokia. Inveay Nokia’s new strategy
(discussed above) aims at covering the needs ofwihale portfolio by offering
Symbian S40 based devices (under Mobile Phonesdrsssgroup, see Figure 24) in the
low end and Windows Phone OS based devices in tdeange and high end (under
Smart Devices business group). Furthermore, Mee§owdll serve as a basis for
experimentation and certain models in the high(@®mukia 2011e) (see responses #6, #8
and #9).

Explanation #6delay in offering clamshell phonegas considered a fairly important
factor in 2004-2006 when consensus developed thhull of consumers had a
preference for clamshell models.

“Nokia was late reacting to demand for clamshelbphks, hinged models that
flip open. Nokia had built its empire on the "caraiy™ model, phones formed
in one solid piece.[Hughlett, 2006)

Still, it appears that Nokia wasn’t simply late ¢iiag to the change but they estimated
that the market would develop in a different di@ct Many analysts consider that
Nokia’s foot-dragging was due to several reasons:

"l think they felt the candy-bar phone would corqailé It was a pride thing."”
Neil Mawston, Analyst at Strategy Analytics (citi@dHughlett, 2006)

“It may have been an economic thing too. Clamshetks more expensive to

make, requiring two separate circuit boards, onedach side of the hinge M.
Hughlett (2006)
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"Nokia thought, [The clamshell] can't be worthTihey just took a gamble and
hoped it would be a fad.Neil Strother, analyst at NPD Group (cited in
Hughlett, 2006)

Regardless of the real reasons, the demand forsbiginphones developed rapidly in

the United States and Nokia needed to react. 2064 Nokia has launched several
clamshell models and the secondary data does wlitate clamshell phones as a
problem area after 2006. Thus, it is probable thatabsence of clamshell designs lead
to some deterioration of Nokia’s market share m thS. but, eventually, the company

managed to patch its device portfolio.

Explanations #7 and #9 have to deal with the desigrovativeness and attraction on
Nokia’s phones accounting and appeared 8 time®®%-2010 in the secondary data.
Vice president Jack Gold of Meta Group summarizeki&ls U.S. offering in 2005 as:

"Nokia didn't have the coolness factor. They dide&lly do flip phones; they
were a little late with cameras, and they didn'tspuhem. Coolness in the

consumer space is a big deal, and they were stodgy.

Two years later in 2007, leading analyst Jussi gdt-IM Bank commented:
“Design has been problematic for Nokia. — Motorogamsung and LG all have
a strong portfolio of thin models, which probablypkins why trend aware
American consumers have bought these prodUMEE News, 2007, originally

in Finnish)

On top of these design related issues, Nokia'gioffenot has been viewed as appealing
since Nokia hasn’'t been able to include its whalefplio (explanation #8), especially
high end devices (explanation #10), in the opesatoifering (see Table 3). This has
evidently lead to a situation where many Americamsently view Nokia as a company
focused on low-end and mid-range phones or nogl@imiliar with the Nokia brand at

all (see discussion on operator dominance in Seé&i®). However, this problem traces
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back to problems in operator cooperation (#1) @t bf U.S. market specific models
(#4) and cannot be solved in isolation.

Finally, the last explanation #11 (with occurreree3) deals with the application

development environment and is fairly recent inurat(2010-2011). This criticism

relates strongly to the Symbian environment thas wansidered fragmented as a
platform for application development (see e.g. $aém, 2010) and both Meego and
Windows Phone operating systems aim at improviing stiuation (actions #6 and #9).

In addition, Nokia tries to improve the existingndyian environment by bringing Qt

and web runtime application development framewdokshe developers:

“It is difficult to develop applications for the bec Symbian, but this should also
be fixed along with Qt and web runtime. Obviousigre is a lot of work to be
done. One has to face the challenges with a huatbtade.” — Ari Jaaksi, Head

of Meego Development at Nokia (Linja-aho, 2010gmrlly in Finnish)

Thus, the difficulties that Nokia has experiencedthe United States constitute a
complex and interrelated set with identifiable tigtal patterns, but many have lasted
for the whole duration of the study (2002-2011)otder to resolve these issues, Nokia
taken a number of actions but the most criticabfenms related to operator cooperation

and tailoring of products for the market still rema
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Interviews

Related to Nokia’'s problems in the United Statks, interviewees raised a number of
important themes. Firstly, Hammainen (2010) stdtas Nokia’'s situation in the United
States has always been difficult both in handsets @ the network side. To fully
understand what has been happening, Hammainenosedas to comprehend that the

two sides of Nokia's business are linked and makecompany vulnerable.

“At Nokia, the network and the handset businessHhasen connected. Nokia
hasn't been able to operate freely on the handsd¢. sTraditionally, the
operators have bought both handsets and networs fone supplier. The
intentions of Nokia to separate the handset businsm its networking
business have lead to some operators telling Ntilah they would reconsider
their network provider if Nokia didn’t comply. Thatwhy Apple, Google and
Microsoft who come from a different direction havdreen affected. They are
not vulnerable in this way [since they don’t havetwork business].”
(Hammainen, 2011)

Thus, in many ways Nokia's hands have been tiedh Wie operators calling the shots,
Nokia has not been able to introduce phones wih laternet capabilities since that
was not in the operators’ interest. According tortd@inen (2011) it was not until

Apple shook the operators with its iPhone thatlh®. operators allowed also others to
launch phones with similar capabilities. Currenthg claims, Nokia could sell more

freely if they only had competitive mid and highdemodels together with a competent
brand.

Rauhala (2011) agreed with respect to the opetalorainance but also that Nokia’s
strategy and the operators’ interests have bearlang-lasting conflict:

“The operators desired tailored models while Nokias aiming at large

volumes and cost leadership. This combined withgasvth in China and Asia
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in general and Nokia’'s decision to focus on thesekets. | guess it is natural
not to focus on a market with wrong technology tlsaoperator-driven and

presenting slow growth.”

Another question also well covered in the secondasferial is the availability of
Nokia’'s models (see Table 3). The unavailabilityert, is a result of both consumer

choice and operators maximizing their profit anoeotinterests.

“Nokia’'s models are not available in the United &t the way they are in
Europe. One might ask to what extent this has lieenconsumers’ choice.
Obviously, the operators offer what the consumeastwut also what gives
them the highest profits. This traces back to Nekicision not to tailor and
maintain the handset business separate from theratpe business.”

(Hammainen, 2011)

Regardless of the reasons, not being well repredentthe operators’ offering made
Nokia appear a low-end brand and as Rauhala (2@dt&y, their products were mostly
viewed as substitutes for a packet of coffee. Tdis relates to the brand dispute
between Nokia and the U.S. operators. Since botkiaNand the U.S. operators had
strong brands both insisted on selling under theind. (Rauhala, 2011) More recently,
fighting fiercely for its decreasing market shaxmkia might be more willing to bend

and assent to the operator’s requirements in exghéor a solid distribution deal and

visibility in marketing.

Finally, the Qualcomm dispute was also raised upirbyone of the interviews
(Hammainen, 2011). While at first Nokia refusedstaurce chipsets from Qualcomm
e.g. to cut down costs, they realized they stadddg behind, settled their controversy

and restarted shipments. (see also Hughlett, 2006)
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5.2. Characteristics of the U.S. market

Since a structured analysis of the U.S. marketalr@ady carried out in Section 3.4, the
purpose of this section is to complement that amlwith the observations that were
gathered during the collection of primary and seleoyn data related to Nokia in the
United States. Furthermore, since Section 5.1 dyrehiscussed (or at least touched
upon) many of the characteristics of the market $ieiction provides a brief overview of
those findings, i.e. it does not intend to provate extensive characterization of the

market.

“We felt we could teach the U.S. market how we dsirtess elsewhere, and
frankly, that failed. Now we just want to act, bésen the needs and
requirements of the market= O-P. Kallasvuo, CEO of Nokia (Landler, 2007)

As pointed out by Olli-Pekka Kallasvuo (above), th&s. market differs greatly from
most other markets in the world. In what followise tcharacteristics with the highest

occurrence in the case study material will be dised.

Operator market power

In Europe, mobile handset and operator businegsestil somewhat separated from
one another even though the operator sales ofdimedi(and locked) handsets has been
growing e.g. due to the legalization of bundling Hinland on the %1 of April 2006)
(Lilkenne- ja viestintaministeri6, 2008). The diéace between the general European

and U.S. sales channel models is presented ind-Rfur
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Figure 26. European (left) and U.S. (right) saleshannel models
(adapted from Tallberg 2004)

It is worth noting that before the legalization lofindling in Finland, most of the

handsets were sold by handset vendors and thebktkeen handset vendors and

operators was weak. However, in most European desnbundling has traditionally

been legal and the link fairly strong. (Tallber§02)

In the secondary data, operator's market powebbaa described e.g. as follows:

“What makes the U.S. business unique is thatvery much driven by carrier.

In other markets, distributors and retailers aldaypa role.” (Steinbock, 2010)

“In the United States, operators have historicafilayed a gatekeeper role,

deciding which phones their subscribers can usevuat rate and then steering

them toward services controlled by the operatgt.andler, 2007)

“It's not like we have 300 million+ customers iretl.S... There are four to five

customers who control access:s J. Ollila, Nokia’s Chairman (cited in

Steinbock, 2010)

The three guotations (above) well summarize thegpgwssessed by mobile operators

in the U.S. market. The last comment by the for@EO and current chairman Jorma

Ollila clearly highlights the hold that the largegterators have of the sales channels

and that, in practice, operators cannot be bypassedidition, operators tend to require

tailoring of the phones including design, brandifegyg. T-Mobile Comet) or co-
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branding (Verizon iPhone), operator specific sofavand services and subsidization

schemes:

“Carriers have lots of clout, particularly in the .8. They are the prime phone
retailers, subsidizing the devices' cost by tyingnt to service plans. Carriers
often want custom features, cosmetic and techntbal, can raise costs for
phone makers.(Hughlett 2006)

Senior analyst Hannu Rauhala clearly shares theredison:

“The U.S. market is very much operator-driven. Tdperators decide which

phones are sold, when and at what price. Their bsaare strongest than those
of manufacturers. --- The operators handle arou®d® of the distribution to

the end customer. If you don’'t get along with opens, you are out of the

market.” (Rauhala, 2011)

Professor Heikki Himmainen (interview #1) concuytaa added, that compared to the
situation some years ago the operators now givddeimanufacturers more freedom in

product design (see also Section 5.1 Interviews).

“The United States is a high end market and vergrafor centric. However,
getting along with operators would now be easieNdkia had good devices.
The operators have loosened their grip, they aré a® jealous anymore.”
(Hammainen, 2011)

Intense and changing competition

The U.S. mobile phone market is one of the mostpaiitive in the world, especially in
the mid range and high-end. In the high-end segntiemiaunch of iPhone by Apple on
the 29" of June 2007 (Levine, 2007) signified an irrevelsimoment for the industry
followed shortly thereafter by the unveiling of thendroid distribution on 5th
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November 2007 (Hard, 2007). In The New York Timeded 10th December 2007

Gartner analyst Carolina Milanesi summarized:

“There’s no doubt competition [in the U.S. mobilhope market] is

intensifying.” (Landler, 2007)

For traditional mobile phone manufacturers the ramge of traditional software
companies not only added to the already fierce atitign but also created ambiguity
as to how the future of mobile phone business wtngdé like. The then CEO of Nokia

Olli Pekka Kallasvuo commented:

“It's very clear that Apple, Google and other plageare bringing in a lot of
new directions. Convergence is a nice, dandy wbrd, it means industries
colliding.” (Landler, 2007)

More recently (2009-2010), especially LG, Samspple and Android manufacturers
have managed to increase their share of the masldiing the traditional companies
under yet more stress. Furthermore, the profit margn the end-high remain high
(Mustonen 2010) due to successful differentiatiothkin hardware (cameras, display

technologies, materials etc.) but even more sgeraiions systems and other software.

"The markets for advanced phone models and combdedces are in the

middle of a dynamic and very competitive time pkiio the Unites States...’

(Mustonen, 2010, originally in Finnish)

“The market share of Nokia will drop since the Kame have already
conquered half of the U.S. mobile phone market. sBagm and LG are
developing devices that attract buyers. ... Apple Rild are going strong.”

R. Llamas, IDC analyst (cited in Herrala 2009govally in Finnish)

Senior analyst Hannu Rauhala (2011) concluded toatpetition is fierce as in

consumer electronics in general but also diffefem that of Europe.
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“The competition is of operator customerships. euMave to discuss with big
operators who are wholesale buyers and distributtws end customers.”
(Rauhala, 2011)

The transformation from hardware to software focughe mobile handset industry has
allowed traditional software companies to enter tharket and yet intensified
competition. Currently, it would appear that theampe is irreversible and similar
hardware will eventually be available for everyohethe near future this development
would mean a fundamental change in the businesinieading to a competition of
ecosystems (see e.g. Nokia 2011e) i.e. a combmatidardware, operating system,
applications, application stores, services etc. M/Hbis transformation leads remains
open, but from the competition point of view it magtually serve to raise entry barriers
and lower the number of companies in the indudtrgtead of producing a mobile
phone, companies will need to either develop tbein or integrate into an existing
ecosystem to survive, especially in the smart phmmgness where applications and

operating systems play a major role.

Professor Heikki Hammainen (2011) commented orirtiresformation as follows:

“This doesn’t mean that hardware would be easyegondary. But the profits
and strategic moves will go to the software sidetf@ business]. -- Hardware
manufacturers have fallen behind. All the Americaasogle, Apple, Microsoft
etc. are software-driven. A critical differencetigat software business is very
dynamic and everyone including the CEO knows howwrite code. — The
hardware manufacturers are all ran by “bankers” whbave no such
understanding of the underlying technology. ThasdWware companies cannot

react as fast or make fast strategic chang€sldmmainen, 2011)

74



Subsidization of phones

Subsidization of sold phones is an aspect thatgisatly distinguishes the U.S. market
from most other markets in the world. While praalli¢ all phones are sold subsidized,
the American consumers are not used to payingré&hkprice” of their mobile phones.

As Boutin (2010) puts it:

“Here, we expect our smartphones to be cheap (thdakcarrier subsidies as
high as $350 for an iPhone) and our monthly bilis e high. That's the
opposite of most of the rest of the world, wheee®82 unsubsidized Nokia 1616

rules.”

Even if Boutin's reference to the ‘Nokia 1616 rglim most of the rest of the world’
could be considered slightly misguided or, at leesther U.S. centric homogenizing
(most of) the rest of world into a low-end marketdoes make a good summary of the
fundamental difference in the consumers’ mindsetaddition, buying the phone and
the call plan separately does not usually pay of t the fact one often ends up paying
the same monthly fee with and without the phone.ikstance, Verizon offers iPhone 4
(16 GB) for $199.99 and a 450 minute monthly caddinpfor $39.99 with a 2-year
contract. Without the iPhone 4 (regular price atixtn $649.99), the call plan would
still cost exactly the same $39.99. (Verizon 20T8)is, getting the iPhone and the call
plan separately would only allow one to avoid thgear engagement but cost $450.00

maore.

The existing subsidization schemes practically éethe consumers no choice but to
purchase their phone from the operator unless @neyilling to assume the additional
cost. This arrangement obviously contributes to dhlmeady substantial market power

that operators possess.

“The operators have had a strong role and a tighipgon handsets. What

operators decide to offer dictates what will bedsb{Hammainen, 2011)
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CDMA technology

Technology wise, the major U.S. operators have agplin two camps, namely, CDMA
and GSM. While Sprint and Verizon networks are COMAMobile and AT&T rely on
GSM preferred in most of Europe. (German, 2011)

“CDMA is an underlying technology for a cell phonetwork. Globally, the
dominant technology is GSM, which Nokia helped ldpveBut in a few key
markets--Japan, Korea and the U.S.--CDMA is bigAbout half of the U.S.
market runs on CDMA”(Hughlett, 2006)

This presents a challenge for mobile handset maturirs as they have to ship phones
with two different chipsets to cover the whole n&rkOn top of tailoring (phone
design, software etc.) phones for operators haminganufacture phones with different
chipsets constitutes a major cost factor limitihg aivailable economies of scale. Sitill,
despite the additional costs involved, most mophene manufacturers have CDMA
phones in their portfolio. Davies (2006) summarizége situation from the
manufacturer’s point of view as:

“But with high-profile carriers like Verizon and 8pt using Qualcomm's
CDMA technology, Nokia and other wireless phone ermkave realized they
also must make phones using that technology if daheygoing to improve their
sales.”

Added to this, CDMA phones don’t generally sup@iii-cards and porting a phone to
another carrier’'s network is far from straightforaia

“Since CDMA phones don't use a SIM card, you cast pop in a new SIM for
instant activation with a new carrier. Instead, Yainave to go to the desired
carrier and have them activate for you. While thatechnically possible,
unfortunately, I'd say your chances are pretty slitne CDMA carriers such as

Sprint and Verizon Wireless prefer that you buyhane from them, so | can't
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see them being too excited about helping you civemmn that process.”
(German, 2007)

In the interview, Hammainen (2011) added that degie introduction of GSM, that
would have allowed separation of phone sales frobs&iptions, the U.S. market had
already established its standardized way of sepimgnes and subscription together and

the operators were reluctant to change the statenggs.

“Technology wise the U.S. market presents somaapd@aracteristics that one
should acknowledge. They didn't believe in inteoral standards. There’'s
been the CDMA camp, a strong TDMA camp. And GSMeaamtop of all the
other things. One can’t understand the developnoénthe market share of
Nokia in the United States by looking at the aggtedigure without analyzing
each technology separately.”

Changing role of the mobile phone

In addition to the above explanations with highuwoence in the secondary data, the
interviews clearly raised two relevant themes.tRjirshere appears to be a difference in

the way people view mobile phone as a device amddle of the Internet.

“[The mobile phone] has become part of the Intern&hat is the most
significant fundamental difference between the Ream and American
mindsets. While in Europe people think that Intenwél come to the mobile
phone, Americans consider mobile phones anothernsned accessing the
Internet.” (Rauhala, 2011)

Secondly, the whole industry has changed from harelo software focus especially in
the United States where the majority of large safewvcompanies have traditionally
been located. This development has been facilitayethe maturation of hardware (i.e.
display, processor, camera etc.) allowing softvear@panies to only focus on their core

business while adapting fairly standardized haréwar
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“In mid 90’s the understanding was that Internetdagiata services will break
through but they didn’t until around 2005. Befohat the business was globally
centered on speech and SMS. -- The technologieniveimply mature enough.
-- Then the market gradually became software-driviee Internet won over
mobile and software over hardware and the Americaner the rest of the

world.” (Hammainen, 2011)

These changes also seem irreversible in the prowbsse competition focuses on
developing more complex ecosystems instead of iitdial devices. Another important
aspect is that mobile phones will form only a pafrtthe ecosystem that comprises
desktop and laptop computers, tablets, other pertdbvices, operating system(s),
application stores and so on. Parallel to the agweént of physical devices and
software there are cloud services and virtualiratiat are gaining momentum and may

be of great importance in the future. (Hammainé&i,12 Rauhala, 2011)

78



6. Discussion and conclusion

Competition and transformation of the mobile phamdustry have evoked increasing
interest and discussion among both academics aatitmners. While in the late 1990s
the mobile phone business was dominated by a feye IRINCs traditionally strong in

consumer electronics, the competitive landscap20ihl is far more diverse and the
competition has shifted towards software and edesys Nevertheless, distinct
geographical markets seem to retain some of th&lindtive features related to overall

market composition, market power, technologies etc.

While in Europe, the mobile phone manufacturersehaaditionally sold phones under
their own brands through a large variety of retailehe U.S. market remains strongly
dominated by operators. The operators, who cartyclose to 90 % of sales to the end
customer, exercise their power e.g. by forcing rtheands, require tailoring of the
phones and create lock-in via heavy subsidies, Iyaplans etc. In addition, while
Europe has been fairly homogeneous with regareéteark technologies, the operators
in the United States have, until now, opted for tdiierent technologies, namely,
CDMA (Verizon and Spring) and GSM (T-Mobile and AT&

The differences in the European and U.S. markets laécome apparent when looking
at the performance of Nokia, the case companyhernwo continents. As implied by
both secondary and primary data, Nokia has puraneztchetypical global or “one size
fits all” strategy focusing on economics of scalereas such as purchasing, production
and logistics. Combined with the mobile operat@guiring high levels of tailoring,
branding and control over distribution, Nokia haset unable to develop an offering
that would meet the strategic imperatives of the.tMoreover, Nokia has publicly
promoted GSM further complicating its relations twibperators running CDMA
networks. This development has lead to the operatgpresenting very few Nokia

models with practically none in the high end.
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During the last decade or so, Nokia has claimedmaber of times that it will recapture
its lost market share and come to terms with theedecan operators. Apparently, the
efforts have been inadequate. As Rauhala (2011gdstahe U.S. operators are
practically giving away inexpensive Nokia phonegheir customers as a substitute for
a packet of coffee for visiting their stores. Or thther hand, he also concluded that
Nokia does have good opportunities, very littldase, and with the right partner a real

chance to turn the situation around.

The main research questions were formulated asvisll
1) What are the specific characteristics of theogaan and the U.S. mobile
phone markets?
2) In what respect are the two markets fundamentilerent and why?

3) Why has Nokia been unsuccessful in the U.S. atark

6.1. Theoretical implications and directions for fiure research

Even though this thesis does not aim at theorydmgl as such due to inherent
complexity of the studied phenomena and unsuitgbof the selected single case
methodology for theory building, the framework aflre 27 will be discussed in light

of the findings of the study. Additionally, the diimgs serve as a basis for proposals for

future research.
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Figure 27. Analytical framework

Looking at the micro environmentfrom the viewpoint of the mobile phone
manufacturers there are several important impbaeati First, in the studied industry the
links between the different actors (i.e. suppliedsstributors and customers) are
generally strong and their roles often overlaptiHa United States mobile operators
typically play a dual role of a customer to the melphone manufacturer and
distributor to the end customer. This is also r#dd when looking at the channel
options available to the handset manufacturers.léAthe manufacturers source most
components (processor, camera etc.) from a vaofesyppliers in both Europe and the
U.S., the only feasible sales channel to reachetite customer in the U.S. is through
mobile operators (see sections 3.3 and 5.2). Iicthhrepean market, however, a greater
number of channel options are available since readyilerators have significantly less
control over the distribution network. Thus, in Bpe handset manufacturers carry out
not only wholesales to the mobile operators bub gkl via distributors and retailers,
and directly to the end customer in flagship stowessd Internet sites (e.g.
www.nokia.com).

In regard to competition, the research revealedumber of important implications.
First, while in Europe mobile handset manufactusensipete over consumers’ minds,
the marketing and negotiation efforts in the Unit®thtes are typically targeted at

mobile operators who play the role of a gatekeépéne consumers (Landler, 2007). A
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few handset manufacturers (Nokia) have made ampttéo bypass the operators and
sell directly the end customers but with limited¢sess. Second, in both Europe and the
United States, the competition, especially in tlghtend, has moved from hardware to
software focus (Hammainen, 2011). Complementechbyiritroduction of the Android
OS, this shift has significantly changed the contipetlandscape of the industry while
new players (e.g. HTC) have acquired significardred of the market. This has also
added the overall degree of competition in the stigu(see Chapter 5). The imperfect
nature of competition and its causes will be disedslater while reflecting upon 10

economics.

The findings related to the increasing complexityhe business network, linked actors,
overlapping roles and struggle over control fingpsart in earlier research. Where
Dedrick & Kraemer (2007) demonstrated the effoft®@ manufacturers to streamline
their distribution channels and remove middlemean& IWhalley (2002) showed how

the traditional value chains of the telecommunaraiindustry have already turned into
more complex networks with new forms of competitidine recent development in
mobile technologies has further added to the coxiglend led to a discussion on yet
more complex mobile ecosystems that spread out seeeral traditional industries

(Basole, 2009; Gueguen & Isckia, 2011).

Concerning future research, several interestingctdons could be identified with

respect to the micro environment. While based @ndbvered material the European
and the U.S. markets both present unique charsitsrin terms of their composition

and competition, the (historical) reasons why sdifferences have come to be is not
self-evident. Further research could be directediristance, at examining how the U.S.
mobile operators have managed to acquire such mpdkeer while their European

counterparts have not. Based on the work presenttts thesis, this new comparative
research would be likely to touch a wider rangatdeast economic, technological and
political factors and be highly interdisciplinarg nature. Second, focusing on the
characteristics of competition in the mobile phamdustry and the way it has changed

in recent years would constitute a challengingsitem. More specifically, one might
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focus on the disruptive technology-driven changentf hardware to software), its
effects on industry boundaries or the rise of Afiampetitors in Western markets.

Now looking at the findings from the perspective lafernational Businessas a
discipline a number of implications can be identified. Fifsgm the perspective of
international business operation modes (see Fgjunee found that in the mobile phone
industry companies such as Nokia employ a widegafgnodes but also that clearly
different modes are used in different markets.@fdontractual modes the most recent
example would be that of Nokia entering an alliaméth Microsoft to, among other
aims, gain better access to the U.S. market. lmarde¢go exporting modes, due to
financial and other resources available to an MN©stly direct exporting and own

sales office / subsidiary modes are used while@atliexporting is marginal.

The use of investment modes was also found to lbkespread. Nokia, for example,
announced on 19th June 2007 the formation of NSkéanens Networks to strengthen
its position on the network infrastructure marketl do gain access into new markets
where Siemens had established a permanent footimoktdition, Nokia had for long
established factories in low-cost countries anchéted R&D centers around the world
(NRC 2011). During the period of 2000-2010 Nokisoalacquired a total of 30

companies including investments in minority posisgNokia, 20119).

Even though the work presented in this thesis doésoncentrate on operation modes
alone, the use of operation modes forms an integeat of mobile handset
manufacturers’ strategies to access and compefigr@ign markets, and the decision on
which modes to choose stems from its global styatggm & Hwang, 1992). Further
research could be directed e.g. in examining tfferdnces in handset manufacturers’
operation mode strategies in different markets el a8 between manufacturers in each

given market.

The mobile handset business is one the clearest@aa of a truly global industry. The
globalization impact on the mobile phone industas tbecome extremely visible as

handset manufacturers operate via extensive globalorks sourcing components,
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funds and people around the world and market fireducts across continents together
with other MNCs with complimentary offerings. Basanul the analysis presented in this
thesis it can be concluded, however, that sigmfichfferences in market structure and
preferences still exist and e.g. opting for a gldbae size fits all” marketing strategy
would not suit all companies. These findings arénea with Zhang & Prybutok (2005)
who stress that despite similar levels of develampmihe differences in technologies,
usage patterns and political systems require adgusin handset manufacturers’ part.
Further research could be carried out e.g. to agbes‘degree of global operations” of

each of the large manufacturers to assess theitseaed costs of scattering operations.

Related to both globalization and brand managerttentfindings of the thesis raise
another interesting topic of possible future resleawhere Nokia has been well-known
for its global brand and its reluctance towardscanding and especially selling under
an operator brand, it seems that many companiebktoeegreater or lesser degree adapt
to each market also regarding their brand. Rauf2041) believes that Nokia, for
example, will most likely primarily utilize the kbmd of Microsoft when approaching the
U.S. market and Nokia in other markets. Apple, IiMekia before, has also been
extremely consistent in insisting the use of itanor including its visual elements.
Examining how different mobile phone manufacturese their brands and to what

degree they adapt would make interesting futureares.

The 10 economics (see Section 2.4) and the relatsaties, then, provide a solid basis
for an analysis of the mobile phone industry. Sit©eeconomics is based on the
assumption of imperfect competition, analyzing étge imperfections resulting from

the market power of mobile operators or oligopaisbmpetition between the handset
manufacturers would make interesting research sogit addition, some companies
(e.g. Apple) have recently been able to differeatideir offering in a way that has

allowed them to reach clearly higher than averagétp while others are struggling to

survive. From the marketing point of view, analggroduct differentiation, branding

and pricing strategies would also make interestmgributions to the 10 field.
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The central SCP (Structure — Conduct — Performapeeadigm related to the 10
economics could also be studied more closely it ko the mobile phone industry. One
might claim, for example, that Europe would perfarmare efficiently as a market since
the structure of the market is such that many caoregacompete directly over
consumers while in the United States few mobilerajpes practically dictate what
products are sold and by what means. The morealils¢ructure of the market would
thus allow companies to act in a more efficient \Weding to better locative efficiency.
However, the subsidies offered by most operatofsurope and the United States add
another imperfection whose effect is not straighttrd to analyze. (see e.g. Daoud &
Hammainen, 2004) While selling through the (sulzg&d) operator channel generally
translates into splitting the profit margin withetloperator, the subsidy may also
persuade consumers into buying more expensive (aghker profit) devices and
replacing their handsets with new ones more fretipidvioreover, the operators tend to
contribute to marketing and promotion, and togethigh the cost benefits of whole

sales allow cost reductions to handset manufactures

6.2. Managerial implications

From a managerial point of view, the findings o# tiesearch have several implications
for businesses involved in the mobile phone inguskirstly, the mobile handset
industry is one that has historically experiencrtteznely fast and often unpredictable
changes. The U.S. market that was once considéaigdated presenting low levels of
sophistication quickly became the leading market Hmgh-end mobile devices. In
addition, the mid- and high-end of the industryolly became software-driven which
attracted companies such as Google, Apple and Bbfranto the market and caught
many of the traditional mobile phone manufacturgifsguard. Thus, the companies
involved in the mobile phone business need to eltivollow trends and look for
indicators of change. Obviously, the companies aksed to be proactive in the sense
that they, where possible, innovate and creategehéiake Apple and the tablet market

for example). This calls for far greater agilityathnecessary in most industries.
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Secondly, the global mobile phone (or device) miaikefar from homogeneous.
According to Rauhala (2011), in the European markie¢ mobile phone is still
considered a “Swiss Army knife” that consolidatdsatever surrounds it, but the U.S.
consumers view mobile phones as one means of agipigcations and services e.g. the
Internet. Although not investigated within this $iee markets of e.g. Africa and Asia
would add another dimension to the heterogeneitythef world market due to
differences in purchasing power, tastes, technetogtc. Moreover, the markets are
very different in regard to their composition. Whih Europe, companies like Nokia
may successfully reach the end customer via seddfalent channels, in the United
States, companies need to be aware of the opérapmitsol over the whole distribution
network. However, given the dynamic nature and ¢bastant struggle for power
between the different players in the market, thgasion may obviously change at some

point.

Thirdly, based on the analysis of Nokia in the ©diiStates there are, again, several
implications. Nokia seemed to believe that it coatshquer the U.S. market using the
same strategy that had served it well elsewhergitdeshe operator dominance.
Looking at the performance of Nokia in the Unite@t8s it would seem clear that a
separate U.S. strategy focusing on the specifithke@mMmarket would have been needed.
Additionally, while looking at the growth in marleesuch as China and India, Nokia
seemed the neglect the potential and importanteedfnited States as a trend-setter on
a global scale leading to the Nokia brand losingigmificant share of its monetary
value. Finally, it would seem that a company onnevin for its exceptional strategic
agility became, to some extent, incapable of tamnsing and shaking off its legacy

factors.
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6.3. Limitations of the study

The research presented in this thesis was basednoanalysis of primary data
consisting of two interviews and secondary dataoeipassing 9 annual reports, 2
market analyses, 4 books, 42 news articles an&sblThe secondary material was
spread along the research time span, i.e. yeas 2001, while both interviewees were

carried out in 2011.

The research presented in this thesis is limitedséwveral reasons. At the outset, the
observed phenomena were approached from the viaewpdi critical realism (see
Section 4.1.1) assuming that even though a factaity exists it is only imperfectly
apprehensible as the observations are distortethdypbserver's own values, feelings
etc. In order to enhance validity and reliabilitie thesis relied on triangulation over
multiple data sources consisting of both primargt aacondary data. Nevertheless, the
number of data sources was inevitably limited ané tb the scarcity of available
academic research, the thesis relies mostly onasademic secondary data whose

reliability, in some cases, could be questioned.

While the Nokia in the United States case brougtttizer angle of observation and
better insight into the U.S. market its explanatpoyver is limited. The analyzed case
focused on a single company on a single marketoahd during a limited time span.

Thus, the case alone does not allow generalizétiather markets or companies and is

to be considered descriptive rather than normative.

Finally, the entire study relied on information ttheas publicly available or published

in the course of the study. Especially when analyzhe problems that Nokia has had
with the carriers in the United States, this carcbesidered a major limitation. Even
though some effort was made in order to gain actesssiders it quickly became

obvious that both contractual and emotional hindean prevented sharing such
information also due to the relative proximity bétevents.
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Appendix |. Reviewed books

Books

Nokia - The Inside Story B1-1: Nokia had become well recognized by 1999 in the US while
(2002) the brand strengthened against competitors such as Motorola.

B1-2: Nokia had worked closely with operators AT&T, Sprint and
Southwestern Bell.

B1-3: Nokia became the market leader focusing on digital phones,
an area which progressed slower in the US than in Europe.

Nokia - Matka maailman B2-1: Organizational changes within Nokia
huipulle (2009) B2-2: Nokia not succesful in making deals with operators (said to
probably be the most important reason)
B2-3: Nokia late in following hypes & fashions
B2-4: Nokia has avoided CDMA
B2-5: Disputes with Qualcomm

B2-6: Nokia decided to tailor products for the American market
(Kallasvuo)

Winning Across Global B3-1: Nokia not experienced in tailoring for operators
Markets - How Nokia  B3-2: Operators dominate, "four to five customers who control
Creates Strategic access" -Jorma Ollila
Advar_1tage in a Fast- B3-3: Nokia tried to adapt America to its models rather than
changing world (2010) adapting its offerings to the US market, "one size fits all mentality"-
Mark Louison (president of Nokia North America)

B3-4: Nokia decided to tailor its offering for operators and the US
market

Sijoittaja B4-1: Clamshell crisis lead to a decline in market share
Yritysstrategioiden B4-2: Operators dominate, bad relationship with operators
Pauloissa — Intohimona

Nokia (2011) B4-3:Brand conflict operators vs. Nokia

B4-4:Nokia had weak negotiation power in the U.S.
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Appendix Il. Reviewed news articles and blogs

Why Nokia is/is not

What will/did Nokia

Nr | Type Date Source Title succesful in the US? do? Whose opinion?
Mobile Phone Sales
News Suffer First Negative CDMA the dominant Gartner Dataquest
1 | article 15.3.02 | Clickz Year technology - analysts
Nokia stronger is US since
News Dagens Nokia forsoker skramma | major operators have
2 | article 17.10.02 | nyheter kunderna switched to GSM - Jorma Ollila, CEO
News Lack of operator Thomas Lynch,
3 | article 28.1.03 | Talouselaméa Moto kampeaa Nokiaa cooperation - Motorola CEO
CDMA technology - -||-
Nokia Warns of Lower Olli-Pekka Kallasvuo,
News New York Sales, Blaming Nokia upbeat because of Nokia's chief financial
4 | article 11.6.03 | Times Economy and SARS new product introductions officer
In a Surprise, Nokia Barnaby Feder,
News New York Warns That Its Sales journalist, Heather
5 | article 7.4.04 | Times Will Be Down Lack of clamshell designs | - Timmons, journalist
Nokia Profit Off in
News New York Quarter; Handset Price Too few clamshell designs, Alan Cowell,
6 | article 15.10.04 | Times Cuts Cited color screens and cameras | - journalist
Jack Gold, analyst,
Lack of focus META Group
YLE (Finnish Nokia ryhtyi
News broadcast taistelemaan
7 | article 17.12.04 | corporation) markkinaosuudestaan Lack of clamshell designs | Launch shell phones | Gartner, inc.
Problems in operator Tailor phones for
cooperation operators -||-
Phones not tailored for the
US market - -|]-
News J. Ollila, CEO of
8 | article 24.1.05 | Fortune Has Nokia lost it? Lack of shell phones - Nokia
Problems in operator Tim Boddy, Analyst,
cooperation - Goldman Sachs
-||- and Jack Gold,
vice president of Meta
Design not attractive - Group
More focus in Pekka Ala-pietila,
operator cooperation | President, Nokia
Nokia is weak in
News Dagens Nokia tappar pa technologies used in the
9 | article 21.4.05 | nyheter mobilsidan United States Jorma Ollila, CEO
Nokia launched 3
new mid-priced Hannu Rauhala,
News Nokia patches portfolio | Few CDMA phones in CDMA phones for the | Analyst, Opstock
10 | article 13.6.05 | USA Today with 7 new phones offering US market Securities
Few models in offering in
the US in general -|]-
Nokia seeks to reclaim
U.S.: global leader
believes new models
and deal with Sanyo will Joined CDMA John Jackson,
News return it to the top of operations with Analyst, Yankee
11 | article 5.3.06 | TMC News sales chart Lack of CDMA phones Sanyo in Feb 2006 Group

Lack of clamshell phones

Introduced clamshell
models in 2004

Neil Strother, Analyst,
NDP Group

Lack of tailoring for the
operator

Introduced tailored
models for operators

Tim Eckersley, Nokia
senior VP for
marketing in North
America
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Timo lhamuotila,

Joined CDMA Senior Vice President
News Sign on San Nokia falls short of operations with CDMA phones at
12 | article 21.4.06 | Diego wireless goals Lack of CDMA phones Sanyo in Feb 2006 Nokia
Provision of Doug Dawson,
subcontracted CDMA | Nokia's
News Nokia ei vetdydy USA:n | Lack of CDMA phones in phones for the US communications
13 | article 22.6.06 | Digitoday cdma-markkinoilta the offering market director
Kallasvuo: Nokialta
News erikoismallit Lack of tailored products More cooperation Olli-Pekka Kallasvuo,
14 | article 10.8.06 | Digitoday Yhdysvaltoihin for operators with operators Nokia's CEO
Tailored phones for
operators -|]-
News Nokialla vaikeaa Jussi Hyoty, FIM
15 | article 15.1.07 | YLE Uutiset Yhdysvalloissa Design not attractive Bank analyst
Tero Kuittinen,
Trouble in operator Nordic Partners
cooperation analyst (B)
Nokia iskee
News amerikkalaiseen Products not well
16 | article 10.4.07 | Talouselaméa makuun presented in retail shops - Retailer
Operator relations - Journalist
Top models not attractive Tero Kuittinen, Nordir
to consumers - Partners Analyst
Introduce new
products together O-P. Kallasvuo, CEO
with operators of Nokia
News Nokia: Smart phones, Few CDMA phones in the Michal Rev Lam,
17 | article 10.8.07 | Business 2.0 few US buyers offering Journalist
Nokia phones non-
subsidized -||-
Focus on high margin | Michael Gartenberg,
phones (Gartenberg's | Research Director,
opinion) Jupiter Research
Nokia Pushes to Regain Nokia promised to
News New York U.S. Sales in Spite of Nokia reluctant to work adapt to the US Olli-Pekka Kallasvuo,
18 | article 10.12.07 | Times Apple and Google with operators market Nokia's CEO
Nokia promised to
Nokia jopa deliver 6-12 tailored
News nelinkertaistaa USA- Lack of tailored products phones for the US Mark Louison, Chief
19 | article 10.1.08 | Tietokone erikoismallit for operators market of Nokia US
Yhdysvaltain Rick Simonson, Head
News finanssikriisi tarrasi Weak presence inthe US | Tailored odm of Nokia Mobile
20 | article 18.4.08 | Kauppalehti my0ds Nokiaan market products for operators | Phones
Neil Mawston,
News Nokia menetti Intensified competition Leading analyst,
21 | article 28.4.08 | Kauppalehti alypuhelinmarkkinoita (RIM and Samsung) Strategy Analytics
Lack of CDMA phones, Launch CDMA
News Nokia to offer many new | few models offered in the phones and tailor Alastair Curtis,
22 | article 5.5.08 | Reuters India | phones in U.S. us phones for operators | Nokia's chief designer
News Recession To Stall Problems in operator Cassimir Medford,
23 | article 19.11.08 | Red herring Nokia's U.S. Invasion cooperation - Journalist
Increasing competition by
Apple, RIM etc. - -||-
The recession - |-
Lack of CDMA phones - -|]-
Shahid Khan,
Analyts, IBB
Offering not compealing - Consulting
News Nokia's North American | Lack of adaptation to the Jessi Hempel,
24 | article 12.1.09 | Fortune problem US market - journalist

Lack of operator
cooperation

Increased presence
in the US (opened
offices and R&D)
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Started tailoring
phones together with
operators

Mark Louison, Chief
of Nokia US

Develop tailored

News Nokia raataloi lisaa products for the US Olli-Pekka Kallasvuo,
25 | article 29.5.09 | Kauppalehti USA:han (Not mentioned) market Nokia's CEO
Closer relationship
with distributors -|]-
News Nokian ahdinko New entrants gain market Ramon T. Llamas,
26 | article 18.8.09 | Kauppalehti pahenee USA:ssa share - Analyst, IDC
Operators represent only
Nokia's low-end devices - -||-
Talouselama
(citing
News Kauppalehti Kallasvuon selitysten Problems in operator Deepen operator Olli-Pekka Kallasvuo,
27 | article 2.10.09 | Optio) selitykset cooperation cooperation Nokia's CEO
Have developed
Lack of operator specific tailored products with
products operators -||-
Ari Hakkareinen,
Nokia Business
News New York Nokia Tries to Undo Not tailoring its products More focus on Development
28 | article 18.10.09 | Times Blunders in U.S. for the US market operator cooperation | Executive
Focus on European
standards (GSM) instead Kevin O’Brian,
of American (CDMA) Journalist
Neil Mawston,
Leading analyst,
Operator dominance Strategy Analytics
News Nokia haviaméssa pelin | Usability problems Journalist, Strategy
29 | article 22.10.09 | Kauppalehti alypuhelimissa (Symbian) - Analytics
Intense competition - -||-
News Operators' market Ramon T. Llamas,
30 [ article 4.11.09 | Kauppalehti Nokian ikuisuushaaste dominance - Analyst, IDC
Lack of competitive high-
end phones - |-
Nokia asema USA:ssa Neil Mawston,
News kay entista Operators' market Leading analyst,
31 | article 6.11.09 | Kauppalehti tukalammaksi dominance - Strategy Analytics
Operators support only
selected platforms (not
Symbian) - -||-
News Megaoperaattorit Operators' market Martti Haikio,
32 | article 18.11.09 | Kauppalehti Nokian suurin uhka dominance - professor
News New York Can Nokia Recapture Its
33 [ article 12.12.09 | Times Glory Days? Bad user experience - Journalist
Problems in operator Carolina Milanesi,
cooperation - Analyst, Gartner
Sluggishness in
developing clamshell
phones - Kai Oistamo
Sherief Bakr, Analyst,
Intense competition - Citygroup
Tailor products for the
Business Why can't Nokia sell Nokia declined to tailor US market (analyst's | Michael Gartenberg,
34 | blog 15.2.10 | Venturebeat phones to Americans phones for operators opinion) Analyst, Altimeter
Paul Boutin,
Nokias are not trendy Journalist
Phones in offering lack
high-end features -|]-
Different comsuming
habits (preference to
subsidized phones, phone
complemented by laptops) -|]-
Operators dislike Symbian-
News Nokia uskoo nousuun platform (dispersed, not Launching developed | Anssi Vanjoki, Nokia
35 | article 16.2.10 | Kauppalehti USA:ssa user-friendly) Symbian version executive
Products not
Business Sramana Mitra | Nokia in The United innovative/appealing Sramana Mitra,
36 | blog 19.3.10 | website States enough business blogger
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Neil Mawston,

News Nokialla on kiire More focus on US Leading analyst,
37 | article 30.4.10 | Kauppalehti USA:ssa Intense competition (analyst's opinion) Strategy Analytics
Launching a US
specific high-end
Nokia lacks competitive model (analyst's
models opinion) |-
Dan Steinbock,
Focus on visibility and | author, director of
News Nouseeko nokia taas marketing in the US India, China, America
38 | article 11.7.10 | YLE Uutiset kerran kriisistaan? Weak brand in the US (author's opinion) institute
Develop Ovi store to
Application offering not be more attractive
attractive (author's opinion) -|]-
Change to an OS with
wide industry and
developer support
Business Why Nokia's Android Sticking to Symbian (and such as Android JP Mangalindan,
39 | blog 9.8.10 | Fortune snub is a big mistake Meego) (Journalist's opinion) | journalist
News Can Stephen Elop Fix Jessi Hempel,
40 | article 10.9.10 | Fortune Nokia? Outdated Symbian OS journalist
News CNBC Money | Key problems facing Lack of tailoring for
41 | article 12.9.10 | Control new Nokia CEO Elop operators Reuters
Reliance on outdated
Symbian -||-
Weak developer base -||-
Business Five Big Questions Elisabeth Woyke,
42 | blog 10.10.10 | Forbes.com About Nokia's New CEO | Operator relations Journalist, Forbes
Symbian platform -||-
Nokia launched a
Nokia is paying attention competition together Purnima Kockikar, VP
to North America, with AT&T to develop | Forum Nokia at CTIA,
Business | 23.10.20 | Smartphone launches new contest Lack of commitment to the | software for North Matthew Miller,
43 | blog 10 experst Ltd with AT&T North American market American market Columnist
News Microsoft and Nokia: A Slowness in Symbian & Galen Gruman,
44 | article 9.11.10 | Infoworld tale of two elephants Meego development Journalist
Develop Meego to
offer better user
experience and Ari Jaaksi, Nokia
News Meego nayttaa teille Symbian platform (difficulty | possibilities for head of Meego
45 | article 19.1.11 | Tietoviikok vield, lupaa Nokia in developing applications) | developers development
Lagging application store -||-
Operators' dominance -||-
Adopted Windows
Phone 7 (to
differentiate and gain
News Avtal med Microsoft from Microsoft's
46 | article 18.3.11 | SvD Néringsliv | starker Nokia i USA brand) Strategy Analytics
Nokia looks to make Nokia launched Nokia
Windows Phone 7 Astound phone Kai Oistamo, Nokia
News hottest mobile OS on tailored for T-Mobile Executive Vice
47 | article 24.3.11 | Networkworld | the planet USA President

Join forces with
Microsoft to jointly
develop Nokia
phones running
Windows Phone 7
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Appendix lll. Reviewed annual reports

Annual
report

Why not succesful in the US / actions taken by Nokia

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

(no discussion on the U.S. market and/or actions taken)

CDMA technology one focus area

Launched a high performance CDMA phone 6255 and an EDGE phone
6620 for the North American market

Launched first operator-tailored phones 6102 and 6234

11 new CDMA phones, opened two research centers in the US
launched 6555 together with AT&T, launched several new CDMA
phones

(no discussion on the U.S. market and/or actions taken)

(no discussion on the U.S. market and/or actions taken)

(no discussion on the U.S. market and/or actions taken)

(no discussion on the U.S. market and/or actions taken)
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Appendix IV. Categories in secondary data

8- 11- 15- 19- 24- 34- 45-
1-2 34 57 10 14 18 23 33 44 47
Explanation category Source number 2002 |'03 |'04 |'05 |'06 |'07 |'08 |'09 |'10 |'11l | Total
Problems in operator 3,7,8,15, 16, 18, 23,
cooperation / operator | 24, 27, 28, 30, 31, 32,
1 | market power 33,42,45,B2,B3 1 1 3 1 7 2 1 17
Nokia focused on GSM
while CDMA is 1,3,9,10,11, 12,13,
2 | preferred in the U.S. 17, 22, 23, 28, B2 1 1 2 3 1 2 2 12
Symbian related 29, 31, 33, 35, 39, 40,
3 | problems 41, 42,44, 45 3 6 1 10
Lack of tailored
products for operators | 7,11,14,19,24,27,28,34,
4 | or U.S. market 41,B3 1 2 1 3 3 10
Lack of clamshell
5 | phones 5,6,7,8,11,33* 3 1 1 1 6
Intense/intensified
6 | competition 21, 23, 26, 29, 33, 37 2 3 1 6
Phone design does not
attract American
7 | consumers 8,15, 34, B2 1 1 1 1 4
Too few high-end
8 | models available 26, 30, 34, 37 2 2 4
Offering not
9 | compealing/innovat. 16, 23, 36, 38 1 1 2 4
Too few models
represented by
10 | operators 10, 16, 22 1 1 1 3
Application
development
11 | environment 36, 41, 45 2 1 3
Nokia phones not
12 | subsidized 17,34 1 1 2
Weak presence in the
13 | market 20 1 1 2
Lack of
14 | focus/commitment 6,43 1 1 2
15 | Weak brand 38 1 1
16 | Recession 23 1 1
Different consumption
17 | habits 34 1 1
Organizational changes
18 | in Nokia B2 1 1
Disputes with
19 | Qualcomm B2 1 1
TOTAL 1 1 6 5 6 5 7| 18| 22 2 73
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Appendix V. Nokia’s responses

11-

1-2 3-4 5-7 8-10 14 15-18 19-23  24-33 34-44 45-47
Nokia's action Source number 2002 | 2003 | 2004 | 2005|2006 | 2007 2008 | 2009 | 2010| 2011 | Sum
Lauched tailored | 7, 11, 14, 16, 18,
phones for 19, 20, 22, 24, 25,
operators or U.S. | 27, 46, B2, B3,
market ARO4, AROS, ARO7 2 1 2 3 3 4 1 1 17
More focus on
operator 8,14, 24, 25, 27,
cooperation 28,43, B1 1 1 4 1 7
Launched new 10, 13, 22, AR04,
CDMA phones ARO06, ARO7 1 1 2 1 1 6
Launched
clamshell phones | 7, 11 1 1 2
Increased
presence in the
us 24, ARO6 1 1 2
Adopted
Windows Phone
7 46, 47 2 2
Cooperation with
Sanyo to
produce CDMA
phones 11,12 2 2
Promised to
develop Symbian
to match
expectations 35 1 1
Promised to
develop Meego | 45 1 1
TOTAL 0 0 1 0 4 0 0 1 1 3 10
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