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Foreword

A Asiais learning from the West. What is the West éé There are more ideas

. . _
learning from As'a_' _ _ outside of your country
i Inaworld where ideas and information are the key to than inside ”y

success, those who do not look beyond Silicon Valley as

the center of innovation are at risk. Tom Kelley

CEO, IDEO

A Asia beyond numbers

I Over 80% of 3G penetration in Japan and Korea, more than
600 million mobile users in China and 250 million netizens.
But what is really happening? Figures without perspective
tend to obfuscate reality. For instance, how to define
success for a social network or for 3G service?

€€ Enough! No more can go
into the cup!" the learned
man interrupted.

A If information is everywhere, the true value lies in
bringing local expertise and global perspective
i Seeing through cultural and market differences allows the

leveraging of a wealth of business models and services "Indeed. | see." answered
concepts that have been proven in Asia first. ’ the ’Zen master

i The‘purpose pf t his presenta"tlf-é/(ﬁ’und_oinﬁtfiFS?er‘Hpiyl!O }
cupo by getting updated perspocrtclv%g 8arr]1 OS|a1
markets and prepare you to learn more. y 'tjastgpr)ﬁ pr of t>e/a9? »y

y Cu :

Benjamin Joffe | CEO, +8*
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Market comparisons
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Macro-Economic Comparison

A USA, Japan, and China represent
the first three economic powers in

the world. GDP/Capita
(USD)

A Reflecting its level of development, 8000
China is much weaker than others
in terms of GDP/Capita.

i However, China has been keeping
up a double-digit growth rate for
more than 10 years.

B

50,000 -

13,840

40,000 -~

’ 4384 @
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A Chinads popul ati oxgym I“ urn the

country into a powerful market as

purchasing power grows in the 10,000 ol
coming years.
9y . 3,251
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0.00 500.00 1,000.00 1,500.00
Note: the size bubbles represents GDP Population
in billion USD (million)

Source: Plus Eight Star ‘
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Mobile & Internet Markets Comparison

A China shows its strong position in
the global market in terms of user _
base for both Internet and mobile. Mobile users

(million)
i Internet: 210 million in Jan. 2008, 500 l
exceeded US in 1HO8

i Mobile: 547 million in 2008, more @ s
than the US and Japan combined 500
A ébut the online m& ket i s not
rich yet.
i Interms of market value, US is 300
the leader in online advertising.
i Despite hosting merely 1/6t" of 200 PS
Chinaés l nternet users, S¥ h
\lfa?ué_ e a 6 s hasaginkla t 100 14 :f..} . "7
@
A Japan has a large market size ° 0 o 100 150 200 250
despite a slower transition to
online advertising. NL'FGS the size of bgbb!es represents the Intern_et_ users
online ad market size in billion USD (million)
Source: Plus Eight Star ‘
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Retail & E-Commerce Markets Comparison

A The US are leader in terms of retail and
e-commerce market size, but the other
markets show interesting . .
L. Retail market size
characteristics. (Trillion USD)

6

A Korea shows the strongest e-commerce
market position among the four 5
countries.

i Already as much as 6.5% of the retail

gross merchandise value (GMV) is
generated from online shopping. 3

i
. N

I

A Japan has been slow to develop its 21

online commerce but is catching up %

A

A China enjoys a relatively large retail . ‘ 35
market and active Internet users ' ' ' '

I Though representing only 16% of the
population and a limited purchasing
power, are rapidly embracing e-
commerce as offline retail and
infrastructure remains unsatisfactory.

0.0% 2.0% 4.0% 6.0% 8.0%

Note: the size of bubbles represents e-commerce %
the number of Internet users of retail market

Source: Plus Eight Star ‘
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IT Infrastructures Comparison

A Japan and South Korea can be proud
of their outstanding IT infrastructure.
i Japanis the world leader in 3G with

78% penetration, having launched
commercially W-CDMA in 2001.

i South Korea enjoys
speed fixed broadband infrastructure,
with 64% of connections above 5 Mbps

i In both countries, broadband is among
the fastest and cheapest on Earth
(100Mbps for <30 USD)

i As a consequence, Japan has the
worl dés most fAmobi
the most Al nternet

A The US are laggards in both fixed and
mobile broadband compared to Japan
and Korea.

3G users ratio

100%

the worl dés hn

80%

60%

f—

| i1t e
[ i

t
2o |
.
O% T

0% 20%

40%
| e

e0 and Korea
Orppopul ati on

40% 60% 80%

% of Internet
connections >5Mbps

Note: the size of bubbles represents
the ratio of mobile / Internet users

A China is just starting to roll out 3G
services and its broadband is still
limited to 1-2Mbps.
Source: Plus Eight Star ‘
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E-commerce & Online Advertising Comparison

A The US market has a higher value
per user for both online advertising
and e-commerce

A The ratio between the value of EC
and online advertising per user
indicates the relative level of
development of each market

A If we consider the US market as a
reference

I China has an online advertising
market more developed than its EC,
highlighting its strong potential

i Japan and South Korea enjoy
relatively more developed EC
markets compared to their online
advertising, which highlight:

i For Japan, the slow migration of
advertising budgets to online

i For Korea, the high level of
development of its EC market

E-commerce value/ Internet user
(USD)

1,200 T
1,000 ’—
800
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400 -

200

0

0 20 40 60

Note: the size of bubbles represents
the ratio of EC/Online advertising

120 140

Online ad value /

Internet user
(USD)
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China | Country Snapshot
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Country Snapshot

e 9 Lé powri A Size: 9.6 millions square kilometers
B a e i #3in the world after Russia and US
: re f\/ Ch angchiu

BELING ”U\

XINJIANG il A LIAONI r‘——shulun, . - . .
T2 NERMONGOLIA 4) A Population: 1.3 billions inhabitants
zhuan,
Jin

.
1

IANIJIN
“Yinchuang, Taiy u an e Shijiz . .
_ Xining' NINGXIA g][\\j\[ I Wo r | d OS I ar g est p 0 p L
QINGHAL SHANBPONG )
Lanzhou Xian «Zhengzhon | Urban — 43%’ Rural = 57%
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\ « Lhasa « Chengdu Wuhan \\“ﬂ‘lé Eighshon

HUBEL * .. ZHEJIANG A

Changsha, -— ~— Nanchang

GDP: 3,251 billion USD (2007)
g Eie QUizHOL- | g e A GDP/Capita: 2,500 USD

£ Erl[NN‘\N GUANGXI (JUAN(lmﬁ\(J TAIWAN

. J
o “eNatning - A10NG KONG
MACAU
GuangZhou

HAINAN (v? Haikon

\'l/\_\/- = CHONGQING »

A 36 regions with various status
I 23 provinces
T 5 autonomous regions
I 4 municipalities (Beijing, Shanghai, Tianjin, Chongqging)
I 2 special administrative regions (Hong Kong, Macao)

Source: National Bureau of Statistics of China, CIA World Fact Book
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China | Mobile & Internet market overview

Mobile & Internet i :
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Key Market Figures

A Subscribers (May 2008) 700 -
] U t
i Fixed line: 359 million 222 Serorow °92
i Mobile: 592 miIIion4OO(worIdés #1)
.. . . ) 7 359
i In 2002, mobile overtook fixed lines S 300 -
I Since 2(_)05, fixed lines sta_r'Fed E 200 250 (E)
decreasing due to competition from
. 100 - 74
mobile T e
0 :
A OO DD O >HLHOEAD
O O O O O L LR O
A Internet users SR U R
i 250 million users (May 08) Fixed —#—Mobile —s#—Internet (CNNIC) =>=Broadband
i Worldos #1 since early 2008 Sources: MIIT, CNNIC, Plus Eight Star
" ) - 2
.|. Brpadband subs: 74 mllllgn (May 08) 45 Penetration rate Mobile | 42%
I With an Internet penetration of 16%, 40 - /
China is lower than the global average 35 - 1 .
(19%) and has room for growth. 30 - xed line | 28%
25 -
20 - / Internet | 16%
A Online advertising still early stage 151 L )
. . - 10 4 ___-—9‘"""---' / . *
I Market size: 1.5 billion USD 5 **iﬁ _ « v
i Value per internet user: 7.2 USD 0 et
D 0 A PP O NI O>E O Q
DTSN TSLSLS
TR R R AR A D D A P

Source: Plus Eight Star ‘
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Telecom Operators: Two Duopolies for Mobile & Fixed

A China has 6 telecom operators Group Mobile Fixed ISP

A All are state-owned (over 70% of shares R
of each belong to the government) ( ‘e § 7 esi O O
A 4large companies
A 2 small companies %}'@% @) O
Major < -
A Mobile el o
A China Mobile (CMCC) dominates in terms
of subscribers, revenue and profit. ching O‘X’O O
A China Unicom (CU) is #2 mobile carrier | unicommaE
and operates both GSM and CDMA -
networks, O HEREEs o | o
_ _ , China Railcom
A Fixed line & Internet Minor <
A China Telecom (CT) and China Netcom éﬁ’ P ETiM Satellite
CHINA SATCOM

(CNC) are the dominant fixed-line
operators and they are suffering from
competition with mobile

Source: Plus Eight Star

A Other operators
A China Railcom is very small a fixed-line operator.
A China Satcom mainly provides satellite service and is the smallest of all.
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Industry Restructuring: From 6 to 3 Integrated Operators

A The telecom industry has started restructuring in

the second half of 2008 and the following / \
F #8493

operations are expected to take place: Ce
A China Telecom acquires CGhina Uni c cHina TELEcoMM A

A China Satcom merges into China Telecom
J China _ comael2g |

A China Unicomb6s GSM merges | china
A China Railcom merges into China Mobile Telecom unicomhEEi&

72>\ HEDH
A 3G licenses will be released after the re- \ CHINA SATCOM /
organization. Expected licenses are: 4 N\

G standar @cm

A ChinaMobile: TD-SCDMA ( Chi nads 3

P 3] P i
A China Unicom: W-CDMA China
A China Telecom: CDMA 2000 Unicom “X,o
China
. \_ unicommEiE
A The three operators resulting from the - N\
restructuring will be able to provide fixed-line and R
mobile integrated services. China CHINA MOBILE

Mobile /a\ DE &% E TR

WWW.CHINATIETONG . COM

-

Source: Plus Eight Star ‘
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Key Mobile Market Figures

A Worl doéos | argest mobi l
i 592 million subscribers (May 08)

i Mobile penetration: 41.8% (no 3G) oc%o
China

I 65% are prepaid customers

A 2 operators, 2 network technologies
i GSM (China Mobile, China Unicom)
i CDMA (China Unicom)

A The industry started to restructure in 2008

i TD-SCDMA is the first 3G technology deployed
in China (10 cities for a total < 200,000 users as
a first trial period)

i China Unicom is split into GSM / CDMA.

i China Telecom gets a mobile license by
acquiring the CDMA mobile operations of China
Unicom

e

unicommE&iE

Mobile market share by operator

PEZEIRE
CHINA MOBILE

B &» ® B ¥ R

Mobile market share by network

CDM
8%

Source: Operators .
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Key Mobile Market Figures

ARPU/month Comparison

14.0 +
12.0 +
e 10.0 -
8.0
6.0
GSM: 6.6 USD
oo LEEI EmEn |
China )
(Thitelylui=ls: M CDMA: 8.3 USD 5.0
0.0
2007
Mobile services % of Total Revenue
30% 4 237
1)
25% - ® 21
PEBHIES ° % 19.7
CHINA MOBILE %

20% -
15% ~

GSM: 21.5% 10% -
(9 1eie)

China

_ 5% -
unicom MEEE CDMA: 19.7%

0% -

2007

Source: Operators

A Special characteristics
I Large market size
I Low penetration
I Low ARPU (Average Revenue Per User)
I Large number of prepaid users (65%)

A Mobile data is taking off

I SMS represents ~50% of total
mobile service revenue

A 16 billion SMS were sent during the 7 days
of Chinese New Year holiday

A Non-SMS share is growing

I Top 3 value-added services

A Ring Back Tone: 779 million songs sold by
China Mobile in 2007

A WAP: 5.3 billion MB (equivalent to 10
million CD-ROM) on China Mobile in 2007

A MMS: 14.3 billion messages on China
Mobile in 2007

T Other services

A Mobile newspaper: 23.6 million paying
subscribers (China Mobile, 2007)

A Mobile IM: 12.8 million active subs (China
Mobile, 2007)

080 Mobile & Internet
Innovation Arbitrage
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Internet Users Demographics

A 210 million internet users in 2007

T 70% under 30 years old. About 20% are minors

T Inthe US, 70% of Internet users

[ Chinads internet u s]e r br e

are above 30

Chinads internet
education level

31~35
Lﬂs er breakdownopby

master or. <middle
above ‘ school
1% 7%

college
19%

high school

36%

Source: CNNIC, 2008

Source: CNNIC, 2008

A Not so highly educated users (yet)

i Only 36% of Chinese Internet users have college
degrees or aboveé

T ébut China are | ess than

Innovation Arbitrage
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China | Myths & Realities
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Myths & Realities

A Myth 1| Chinese Internet censorship is too tough to deal with

I Compared to traditional media, Internet enjoys a freedom of several orders of magnitude
difference, and has already largely impacted the Chinese society.

i The government doesno6t c¢ heck -regulationyarehmore g . | nt |
Afefficiento than official checking.

i In China, censorship is not only a political tool, but rather a competition tool used for the fight
between businesses (especially Internet or mobile companies).

| don't want to call it censorship: each country has its own
bias. There are taboos you can't talk about in the US, and
everyone knows it.

Charles Chao | CEO of Sina | #1 Internet & news portal

It is true that governmentads regul
know Chinese culture understand more or less what are the limits.
It's not harder than dealing with Sarbanes-Oxley.

Xin Ye | CEO of CASEE.cn | Former CTO of Sohu.com | #2 Internet portal

Mobile & Internet © Copyrights 2008. All right ed. www.plus8star.com
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Myths & Realities

A Myth 2 | China only has few credit cards and a bad credit system

i True butincomplete: only 90 million credit cards are owned by 30 million people,
representing 2.3% of the total population, but banks released 1.3 billion cards, most are
debit cards which are all available for online payment.

i The bad credit system is a consequence of Chi
economic development. This represents only few problems for e-commerce thanks to
systems such as escrow payment, mutual evaluation, certification systems, etc.

A Myth 3| China only has copycats and no innovation

i Itis true that China copies a lot but innovation also takes place thanks to massive venture
capital influx, | ow technical entry bar¥fiers.
throat competition!

i Forinstance, innovative payment systems were created by QQ, the #1 online community in
China with over 300 million active accounts and 3 times more revenues than Facebook.
Making people pay for services online in China, despite its limited IT infrastructure, rampant
copyright infringements and low GDP/capita is a tour de force.

i Alibaba, the #2 largest Internet IPO after Google, managed to have people buy and sell
easily online in a country with a general lack of trust in transactions.

A Myth 4 | The market is so big, if every C
i The GDP/capita is 12 times lower than Japan and 17 times lower than the US.

i Provinces have very different levels of development and more than half the population lives
in rural areas, limiting the reach of digital offerings. ‘

Mobile & Internet © ights 2008. All right: . www.plus8star.com
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Myths & Realities

A Myth 5| The largest spending power comes from first tier cities: Beijing,
Shanghai, Guangzhou and Shenzhen

I First-tier cities are much more developed and have higher spending power per person,
however the total population of inhabitants of second and third-tier cities is much larger and
so is the total spending power

I The tremendous population, less choices of offline consumption in smaller or remote cities,
and the equal availability of online shopping lead netizens in 2"d and 3" tier regions in China
to be much more active on new things such as online shopping

A In Taobao, the #1 online shopping site in China, 73% of GMV and 91% of subscribers are from 2" and
31 tier cities.

A Little known fact | The Internet market is quite different compare to US

i Totally different internet demographic: 70% of internet users are below 30 years old, while
70% are over 30 in the US

i Low penetration (16%), high growth (+53% in 2007)
i As Internet users are young, the relative usage of IM usage is very high.
A 89% of Chinese Internet users using IM, versus 63% usage of email

A Inthe US, 91% of netizens use email, only 39% use IM

A QQ is Chinabdés leading I M service with over 300 mi
Concurrent Users)

i Only 23% of Chinese Internet users shop online, compared with 71% in the US (Source:
Boston Consulting Group, 2008)
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Japan | Country Snapshot
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Country Snapshot

Population: 127.3 million
Territory: 377,835 sq km?
Currency: Yen

Capital City: Tokyo

To Do Do o

GDP: 4.38 trillion USD
GDP/ PPP: 4.29 trillion USD (2007)
GDP Growth Rate: 2.1 % (2007)

To Do o

Foreign Exchange Reserves: 954.1 billion USD (2007)
Exports: 676.9 billion USD (2007)
Imports: 572.4 billion USD (2007)

Major Industrial Products: motor vehicles, electronic equipment, machine tools, steel and
nonferrous metals, ships, chemicals, textiles, processed foods

Do Do Do o

Source: CIA World Fact Book 2008
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