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Which Way Now?
From being the world leader in the handset market, Nokia has slipped.

In India, too, the company faces trouble.

Rashmi K Pratap

ITS ORIGINS DATE 
back to 1865, when 
Fredrik Idestam built 
a wood-pulp mill in 
southern Finland. He 

built a second mill a few years 
later, next to the Nokianvir-
ta river, leading to the name
that is recognised world-over today: Nokia. 
Over the last 145 years, the company has 
evolved from manufacturing paper, rub-
ber boots and power cables to become the 
world’s largest mobile handset maker. But 
the Finnish giant now faces a challenge far 
bigger than any it has faced in its illustrious 
past (which included enduring the Russian 
occupation of Finland and, of course, many 
a recession). Nokia is caught in a pincer 
attack by ultra-low-cost, branded hand-
sets on one side and high-end smartphone 
brands like iPhone and BlackBerry on the 
other. Th e company, which has handsets 
for every segment of the market, suddenly 
faces an identity crisis.

Not only is Nokia facing challenges glo-
bally, it is rapidly losing its vice-like grip 
over the Indian market to new vendors, 
who have compressed a variety of high-
quality features into their phones at low, 
sometimes unbelievable, prices. India is 
Nokia’s second-largest market aft er China, 
and losing ground here would mean losing 

an important territory to price warriors. 
Nokia’s India story began in 1995. Th e 

setting was perfect—there were no local 
vendors, domestic manufacturing was ab-
sent and black-market devices did not have 
any aft er-sales support, which is vital. No-
kia walked in with a range of handsets that 
came with the guarantee of “reliable service 
and quality standards”. It had a steady pipe-
line of innovative devices. Rivals Motorola 
and Sony Ericsson didn’t, and lost ground 
quickly. Th e strategy helped Nokia com-
mand over 70% of the Indian GSM handset 
market for a decade (the company quit the 
CDMA segment a few years ago). 

But that was another era, another mar-
ket. In the last two years, the Indian tel-
ecom sector has seen tariff s plummeting 
to unheard-of levels. Consumers, who can 
make calls at 30 paise per minute or half a 
paisa per second (and even for free, dur-
ing certain hours of the day/ night), are no 
longer willing to pay O1,200 for a hand-
set—that’s the starting price for a Nokia 
handset. In contrast, newer players like 
Micromax and Karbonn, and even opera-
tor Vodafone Essar, are off ering devices in 
the O800-900 range.

Th e result is not surprising: Nokia’s 
market share has tumbled at the same 
speed at which device prices have fallen. 
According to technology research fi rm 
Gartner, Nokia’s market share was 51.4% 
in the April-June 2009 quarter and nose-
dived to 39.3% during the same period 
this year. Th at’s a whopping 12 percentage 
points decline. 

More recently, technology research fi rm 
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IDC released fi gures indicating a steep de-
cline in Nokia’s market share, which stood 
at 36.3% in the June 2010 quarter compared 
to 54% at 2009-end. Nokia has refuted these 
fi gures, saying the numbers exclude sales 
of units manufactured at its Chennai plant. 
Th e argument continues, but no matter 
what the fi nal numbers are, what is unde-
niable is that its market share has fallen. 
It’s just a question of how sharply.

Taken By Surprise
Th e giant did not fall overnight. Th e foun-
dation for its decline was possibly laid in 
January 2007, when Apple launched its 
iPhone. Th at device came to India in Au-
gust 2008, coinciding with an onslaught of 
low-cost handsets. In the face of this dual 
attack, Nokia could not guard its share in 
a market of young users willing to shell 
out over O30,000 for an iPhone and rural 
consumers unwilling to spend more than 
O900 for a basic model.

Alok Shende, principal analyst at Ascen-
tius Consulting, says Nokia has lost out on 
the price front. “Its prices at the lower end 
have remained steady, whereas they have 
fallen for others. New Indian handset play-
ers have phones priced 15-20% lower than 

their European counterparts. And price is 
a bigger factor than brand name in rural 
areas, from where new users are signing 
up for services,” he says.

Gartner principal research analyst Anshul 
Gupta agrees. “Established global device 
manufacturers are losing ground due to 
fi erce competition from local players, who 
are off ering more ‘value-for-money’ hand-
sets,” he says, adding that price remains the 
main criterion when buying any consumer 
electronics device in India.

Th e vast majority of handsets sold in India 
fall in the low-price category. For instance, 
according to IDC, in the April-June quarter 

this year, of the 38.6 million handsets sold, 
40% were priced below O2,300; 48.6% were 
in the O2,300-O4,400 price band; and only 
11% cost a consumer more than O4,400. 
In sum, nearly 89% of the devices cost less 
than O4,400.

Banking On Innovation
Nokia has traditionally scored on inno-
vation, and not in the price game. “Price 
wars never lead to market growth. We are 
investing in creating an ecosystem where 
consumers can derive maximum benefi ts 
from devices,” says Nokia India Sales Di-
rector Vipul Sabharwal. 

In 2008, the company changed its strategy 
from focusing on “devices” to “devices + 
services”. It bundled free e-mail on most 
handsets, launched applications store Ovi 
(which provides everything from games and 
music to videos and personalisation) and 
even introduced mobile money services 
to transfer money and pay bills. 

Nokia does not comment on market share, 
but concedes that it faces challenges in the 
Indian market. “Th e biggest challenge is the 
commoditisation of the handset market,” 
says Sabharwal. Commoditisation refers 
to a situation where something becomes 
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 Price wars never lead to 
market growth. We are investing 
in creating an ecosystem where 
consumers can derive maximum 
benefi ts from devices.
—Vipul Sabharwal, Sales Director, Nokia India

THE PECKING ORDER
The top fi ve players in the Indian handset 
market as of June 2010.
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so common that it is hard to distinguish 
between brands; in such situations, oft en,  
price, rather than benefi ts, becomes the 
major diff erentiator.

Mobiles For The Masses
It’s not as if Nokia has been ignoring the 
mass market. In 2004, the company was 
the fi rst to launch a phone with a torch in 
India. A few years later, in 2009, it launched 
the Nokia Life Tools services for farmers. 
It also sold handsets in the rural market 
through ITC’s e-Choupal network. 

However, while it got it right most of the 
time, Nokia failed to capture the mood of 
the market in some critical areas. And that 
cost it heavily. Perhaps the biggest handicap 
has been the delay in launching a dual-SIM 
model. Dual-SIM phones— mobile phones 
with slots for two SIM cards—allow a user 
to switch between operators and make the 
most of low tariff s; have separate numbers 
for personal and professional calls; avail lo-
cal call charges while travelling frequently 
between cities, etc. Th ese phones have been 
the rage since mid-2009, when new ven-
dors such as Zen Mobile, Micromax and 
Karbonn, as well as some unbranded Chi-
nese manufacturers, unleashed them in the 
midst of a tariff  war. IDC’s latest quarterly 
report states that these phones captured 

38.5% of the market in the March-June 
2010 period. Industry estimates put the 
number of such handsets in India at around 
40 million, of which 15 million were sold 
in the June quarter itself. 

Nokia, surprisingly, launched these de-
vices only in September. “Th eir counter-
strategy was delayed. New devices with 
extremely long battery life (up to 24 hours) 
and dual SIMs are some of the innova-
tions that helped local vendors gain market 
share,” says Gartner’s Gupta.

“Innovation is the name of the game now,” 
says Ranjit Yadav, Director, IT & Mobile, 
Samsung Electronics. “You need to con-
tinuously launch innovative products in 
the Indian market and introduce them 
fairly quickly. Th e response time should 
be very quick.” Samsung says it launched a 
dual-SIM handset in 2008 itself. Th e com-

pany has been doing well, taking over the 
No. 2 position in 2009, ahead of Sony Eric-
sson and Motorola. However, it is still a 
distant second to Nokia. 

Says Shende: “Not only did Nokia fail to 
anticipate the price-driven behaviour of 
consumers, it was late by almost fi ve to six 
quarters in launching its off ering.” 

Nokia defends its strategy saying it is not 
off ering dual-SIM handsets anywhere else 
in the world. “India is the only country 
with a demand for dual-SIM handsets. For 
a global fi rm like Nokia to move away from 
a strategy means to re-prioritise. And that 
takes time. As a leader, to get seven out of 
10 innovations right is no mean achieve-
ment,” says Nokia’s Sabharwal. Th e com-
pany is now planning to launch a range of 
dual-SIM handsets. 

Nokia does have its defenders. “Global 
brands like Nokia and Samsung have cre-
ated an excellent 360 degree ecosystem that 
will be challenging to replicate because 
it requires R&D, design, manufacturing, 
component supply, warranty and aft er-
sales services,” says Pankaj Mohindroo, 
President of the Indian Cellular Associa-
tion. He believes that the primary reason 
for loss of market share is the “tolerance 
of poor quality, counterfeit and unethical 
Chinese players, who have been able to 

 For the Indian players, the challenge 
will be how to be innovative and replicate 
the tremendous ecosystem that global 
brands have built.
—Pankaj Mohindroo, President, Indian Cellular Association
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Nokia has traditionally 
scored on innovation. 
But the delay in 
launching a dual-SIM 
phone has given its 
competitors a lead.
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penetrate as India has a soft  underbelly 
on enforcement”.

The Chinese Threat
Unethical or not, the Chinese threat is 
very real. A hitherto unknown Chinese 
brand called G’Five ranks third in the In-
dian handset market, commanding a 7.3% 
share (as per IDC). It’s a brand most users 
in big cities and metros are unfamiliar with. 
But globally, it fi gures even in Gartner’s list 
of the world’s top 10 handset brands by 
unit sales. IDC refuses to comment on the 
brand’s reach and awareness in India.

Industry sources say a lot of Chinese 
brands do not pay taxes and other levies 
to the government and that the exchequer 
loses about O100 crore every month due to 
these devices. “Most low-quality Chinese 
phones come legally through customs but 
don’t pay value added tax (ranging from 
4% to 12.5%) besides other levies. By com-
promising on quality, they save about 10% 
of costs and by not paying for intellectual 
property rights and aft er-sales service, they 

save another 4-5%,” says an industry vet-
eran, on condition of anonymity. 

According to IDC’s India Quarterly Mo-
bile Handsets Tracker, the number of new 
vendors in India reached 35 in the quarter 
ended June 2010, garnering 33.2% of total 
shipments. Back in 2008 (quarter ended 
March), there were only fi ve vendors, rep-
resenting less than 1% of the units shipped 
in the quarter. 

But apart from low prices, eff ective af-
ter-sales service and quality are crucial 
for customer retention, and that’s where 
these players may falter. “For the Indian 

players, the challenge will be how to be 
innovative and replicate the tremendous 
ecosystem that global brands have built,” 
says ICA’s Mohindroo. Nokia has 130,000 
outlets and it will take the challengers a 
long time to build such a vast network. 
Th e sheer numbers also give it an edge in 
sales, as it is able to reach more people 
over a wider area.

In Trouble Everywhere
Nokia’s reverses in India come at a time 
when it faces turmoil globally. In Septem-
ber this year, Olli-Pekka Kallasvuo was 
replaced as CEO by Stephen Elop of Mi-
crosoft , just days ahead of the company’s 
annual global event, in London. Elop is 
the fi rst non-Finn to lead the company 
and his biggest challenge is to arrest the 
decline in profi tability. Nokia’s profi t in the 
April-June 2010 quarter fell 40% to $291 
million from the year-ago period.

According to a September 2010 report by 
HSBC Securities and Capital Markets, No-
kia’s weakness in high-end smartphones has 

put pressure on both revenues and margins. 
“Although in any given period one factor 
might compensate for the other, Nokia’s 
smartphone weakness is driving a combi-
nation of market-share loss (as phones are 
uncompetitive and don’t sell) and average 
selling price or ASP pressure (as phones 
are uncompetitive and are discounted),” 
says Richard Dineen, the analyst who au-
thored the report.

HSBC believes that Apple’s and Google’s 
success in smartphones does not stem pure-
ly from technical features but from their 
successful establishment of a vibrant third-
party application developer ecosystem. 
“Developers have created some 250,000 
diff erent apps for the iPhone while Android 
is gaining ground with some 100,000 titles 
so far. In contrast, Nokia’s Ovi store has only 
13,000 applications,” the report says.

In India too, Nokia’s continuity as the 
leader across all categories is doubtful. 
Shende anticipates that the Indian hand-
set market will be Balkanised into three 
segments. At the lower end, Indian and 
Chinese manufacturers will have a domi-
nant play owing to their price-value propo-
sition. Th e middle level will be driven by a 
price-feature combination, branding and 
distribution. Th is is where Nokia will be 
dominant, says Shende. At the upper end, 
the smartphone category, the market is ex-
pected to be divided between RIM’s Black-
Berry, Android-based handsets and Apple 
iPhone. “While Nokia’s brand equity and 
distribution remains strong, it nevertheless 
stands the risk of becoming a middle-of-
the-road player,” declares Shende.

Nokia, however, believes that its ability 
to “cater to all” is its USP. “We have devices 
for everyone—youth, rural users, smart-
phone users, etc. With our size and scale, 
we need to innovate across all categories,” 
says Sabharwal. 

All said and done, this isn’t a battle in 
which the winner will be declared in the 
next quarter or two—it will take a while 
for a new pecking order to emerge. In the 
interim, Nokia and its rivals would do 
well to learn from each other. Nokia, in 
particular, needs to become as agile and 
innovative as its challengers. Th e latter, 
particularly the new Indian brands, need 
to have a vast distribution and aft er-sales 
network in place before they can hope to 
topple Nokia from its perch. <

Email us at business@outlookindia.com

or SMS OLB <feedback> at 575758.

 Established global 
manufacturers are losing 
ground due to fi erce 
competition from local 
players, who are offering more 
‘value-for-money’.”
—Anshul Gupta, 
Principal Research Analyst, Gartner

Handset sales (2009) 117 mn units

Projected sales (2010) 138.6 mn units

Global share 10%

Average unit cost M2,300

Cheapest handset M809 (Vodafone) 

Market size in 2009 M27,000 crore

Projected market size
in 2010 M31,900 crore

LUCRATIVE MARKET
 The sheer size of India’s handset

market is attracting more and more
players into each segment.

SOURCE: Gartner, Industry
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