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The legal bit

Notice: Infringement of Mobilesquared Ltd IP (Intellectual Property) and our right to compensation

Please note that this report and associated data and downloadable data charts is protected by UK IP Crime and Infringement regulation. The market intelligence and proprietary data
contained in this report is the sole property of Mobilesquared Ltd, and it may only be accessed by persons or companies who have directly purchased it from Mobilesquared. If you, or the
organisation you work for, have not paid for this report, either in our online or PDF versions, please do not access it. If you access this intelligence or share/republish it with individuals or
companies outside of your organisation, we reserve the right to seek adequate compensation for loss of earnings under 'Direct impact-Loss of industry revenue' regulation and under the terms

& conditions of our data usage agreement.

DISCLAIMER

© 2023 Mobilesquared Ltd. All rights reserved. The Data from Mobilesquared’s data universe, the Messageverse™, included in this and all associated documents published by Mobilesquared
is protected by international copyright laws and other intellectual property rights. The owner of these rights is Mobilesquared Ltd.

This data may not be: (i) copied or reproduced; or (ii) lent, resold, hired out, or otherwise circulated in any way or form without the prior permission of Mobilesquared Ltd. Any use of this data

must be attributed to Mobilesquared.

Whilst reasonable efforts have been made to ensure that the information and content of this publication were correct as of the date of publication, neither Mobilesquared Ltd nor any person
engaged or employed by Mobilesquared Ltd accepts any liability for any errors, omissions, or other inaccuracies. Data and assumptions were relevant as of June 2023. Users should
independently verify any facts and figures as no liability can be accepted in this regard — users assume full responsibility and risk accordingly for their use of such information and content.
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About Mobilesquared

Global #1 for business messaging intelligence. We pride ourselves on delivering decision-
ready intelligence to our clients, backed by our market-leading independent messaging

data and expertise.

Trusted by industry. We are the only global analysts to focus exclusively on the messaging
space, and as such we are trusted by our clients, industry, and media as the leading
authority on the messaging market. Our work has been covered in the WSJ, Financial
Times, Bloomberg, and the BBC, and we are keynote analyst speakers at all the major

global messaging events.

We strive to improve. We have been tracking the messaging market for over 15 years, and
push for better intelligence every opportunity we get, to improve our data offering to our
clients. Our resulting data universe, the Messageverse™, contains 70M unique data points
and counting, is reliably accurate in year-on-year comparison, and isconstantly being
strengthened with new insight from our ongoing research with hundreds of companies

across the messaging ecosystem every year.
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The A2P SMS Alternative View

$1 4.36 billion iost

between Mobilesquared's actual

Conversely, Mobilesquared’s “Alternative View" is based on the industry sustaining its stable approach to

this would have the reverse impact with a positive outcome, as brand spend would be lower in the short-
term, but significantly greater between 2025 and 2027. As things stand, Mobilesquared believes the
actions over the last 12-18 months will cost the A2P SMS industry $14.36 billion in revenues by 2027.

Mobilesquared is projecting cumulative spend on A2P SMS between 2022 and 2027 will be $210.11 billion,
but the alternative outlook would have generated cumulative spend over the same period of $224.47
billion. The industry research overwhelmingly stated that the high international termination rates should be
reduced immediately, and Mobilesquared is in complete agreement with such a view because of the long-
term damage to the A2P SMS opportunity.

Spend (S)

2022 2023e 2024e 2025e

@ Actual forecasts @ Alternative View

[}] Download data
*Please note, Mobilesquared will breakout AIT, AGT and Trashing in a future A2P SMS update.
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revenue forecasts and our
price increases demonstrated between 2017 and 2021 and then applying it throughout the forecast period, Alternative View revenue of A2P

SMS between 2017 & 2027.

The increase in international termination rates has triggered an exponential increase in fraudulent activity
across the sector, namely Artificially Inflated Traffic (AIT), Artificially Generated Traffic (AGT), and Trashing.
For the purposes of this report, we will use AIT as an umbrella term* for AGT and Trashing also.
Consequently, Mobilesquared has introduced its revised traffic types based on the potential harm the
messaging use cases and content pose to consumers and businesses alike - and also to the mobile
operators and aggregators operating within the SMS ecosystem. Mobilesquared will ensure continuity by
maintaining the split between white and grey route traffic, but will now identify subsections within both
categories.

In previous years, and iterations of this report, we have focused on the mobile operator and the aggregator
(used as an umbrella term to represent all non-mobile operator companies within the SMS ecosystem). As
Mobilesquared looks to revise how we define the SMS landscape to better reflect the different traffic types
(and fraud types in particular), we can now also look at the impact fraud has both on the business and the
consumer.

2026e

2027e

Mobilesquared
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The traffic rainbow
Our new SMS “traffic rainbow” better reflects how the certain traffic types can impact the business
sending the message and the consumer receiving the message. A messaging
the client’s requirements.
The definition of grey route traffic has always been quite... grey. Grey route traffic has typically been help drive down costs for businesses.
viewed as fraudulent because the terminating mobile operator was not receiving any payment for the
delivery of the SMS. Although the mobile operator will not receive any payme
the consumer, this type of traffic is not harmful to the consumer or t
But there are different shades of grey based on different types of grey traffic. Grey route traffic has reputation, and therefore should not be deemed fraudulent. Mobilesquared wi

always been closely associated with fraudulent traffic, but that is not to say that all of the grey traffic as “grey harmless traffic”. Similarly, Mobilesquared has placed “spam” within this category

should be considered fraudulent and therefore harmful to either the consumer or the business. For instance, the majority of business emails into a personal email account are considered spam but
not harmful. By including spam within our “grey harmless traffic” term, we are categorising SMS

At the lower end of the scale, grey route traffic can be used by messaging providers (for example) to spam traffic in the same way we do with email, especially as these channels become more closely

create a blended rate (white route + grey route) to meet the pricing requirements of a business. An intertwined through CPaaS (Communications Platform as a Service).

GREY ROUTE I We define orange traffic as “SMS traffic that is potentially harmful to the

WHITE ROUTE
< > <

consumer”. A typical example would be SIM farm/SIM box traffic that is

carrying harmless marketing and promotional traffic to the consumer.
However, the company operating the SIM farm could then use the data
applied or extracted from the campaign in a potentially harmful way for
the next campaign.

Red traffic is “SMS traffic that poses a potential or real threat to the
WHITE ROUTE LIGHT BLUE BLUE ROUTE GREY ORANGE ROUTE RED ROUTE

TRAFFIC - ROUTE TRAFFIC TRAFFIC - ROUTE TRAFFIC - TRAFFIC - consumer and potentially damage the sender business’ brand reputation.”
LEGITIMATE - ARTIFICIALLY ARTIFICIALLY TRAFFIC - CAUTION ADVISED HARMFUL The red traffic classification includes phishing, account take-over, sender
INFLATED INFLATED HARMLESS (NO (ie SIM FARM (THREAT TO identity change, SIM swap, and SMS malware, for example.
TRAFFIC TRAFFIC THREAT TO TRAFFIC), CONSUMER)
(UNDELIVERED, (DELIVERED, CONSUMER) HARMFUL
GHOST TRAFFIC) CONSUMER AFTERSHOCKS
IMPACTED) (POTENTIAL
THREAT TO
CONSUMER)

15/108 B} Mobilesquared
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The A2P SMS industry view

As ever, Mobilesquared has pursued three avenues when conducting our research for this update:
an online survey, 1-2-1 interviews and 1-2-many interviews, and sharing existing Mobilesquared
data with clients (recent 2022 data) and non-clients (older 2021 data). In addition, we have also

used information and insight shared during conferences, and webinars.

If we look at the results of the online survey in isolation, it reveals where the industry has been over
the last 12 months, where industry believes the market is today, and expectations for the short-

term future.

A selection of the online industry survey findings* (although, just to reiterate, these are not the

overall Mobilesquared market findings), include:

e Top 5 sectors sending A2P SMS in 2023 will be; gambling, leisure & entertainment, utilities,
finance, and enterprise software.

e Domestic: grey route traffic accounted for up to 33% of total domestic traffic in 2022, and is
expected to increase by 4% on average in 2023.

e Domestic: SIM farm traffic varied between 1% to 40% in 2022 depending on the market, and is
expected to increase by an average of 7% in 2023.

e Domestic: white route traffic to increase by an average of 8% in 2023.

e International: grey route traffic accounted for up to 35% of total international traffic in 2022, and
is expected to increase by an average of 9% in 2023.

e International: SIM farm traffic varied between 1% to 30% in 2022 depending on the market, and
is expected to increase by an average of 8% in 2023.

e International: grey route traffic varied between 1% to 34% in 2022 depending on the market, but
is expected to increase by an average of 5% in 2023.

e International: white route traffic is expected to increase by an average of 7% in 2023.

e An acceptable level of fraud is 3.9% - down from 5% compared to 2021 research.

e The A2P SMS market lost 18% of A2P SMS revenue to fraud in 2022.

order, AT, followed b

our online research from 2022, bu

¢ 8% of total white route traffic will be subje

e AIT accounted for over 20% of international traffic in
40% in 2023.

¢ AlT is a short-term industry issue that will be addressed.

e The Increase in international termination rates are not sustainable and need to be redu
immediately.

e Industry expected OTP traffic to fall in 2022, compared to 2021 traffic.

e Between 3-7%The increase of total A2P SMS traffic is lost to flash calling.

e 9% of total A2P SMS traffic will be lost to OTT channels in 2023; down from 18% based on our
research from the previous year.

e Companies are starting to increase their investment in their SMS network.

e Industry expects brands to be either moderate users of A2P SMS (sending 3-4 per month) or

heavy users (25 per month), and no in-between.

* Please note, these are industry amalgamated views only, and not final Mobilesquared output.

) The biggest threats to International: SIM
g‘;ﬁm’s 2023: A2P SMS in 2023 as o farm traffic varied
Leisure &'e " |dent.|f|o.?d by the . i.n B Petween 1% to ?0%
T ’ mobile industry are S€BY " in 2022 depending

o AIT, followed by grey an average of 8% in on the market,
Finance &

routes and SMS 2023. expected to increase

Enterprise software phishing. by avg of 8% in 2023

9% of total A2P SMS
traffic will be lost to
OTT channels in

AIT is a short-term
industry issue that
will be addressed. 8%
of total white route
traffic will be
subjected to AIT.

2023; down from 18%
based on our
research from the
previous year.
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A2P SMS 2017-2027

The Covid effect

The pandemic acted as an accelerant for A2P SMS, as the majority of businesses were forced to
The Covid-19 pandemic had a very big impact on an A2P SMS industry that was already starting to

operate in a constrained way during the lockdowns, and then adopt a policy incorporating social
expetiencestiong drowthiwellibeloreitheiworldiiockedicovin distancing post-lockdowns. A2P SMS was the one channel during that entire period that could connect
a business with all of their customers in a timely manner, and why governments turned to SMS to
Between 2017 and 2019 total A2P SMS traffic experienced growth of 19.48% and a CAGR of 9.3%.
In 2017, businesses sent a total of 1.51 trillion A2P SMS, and this had increased to 1.8 trillion by
2019. Brands were sending 4.1 billion A2P SMS every day in 2017, and this increased to 4.9 billion

by 2019.

disseminate vital communications with virtually all of a country’s population.

What the pandemic effectively did for the A2P SMS industry was a course reset. So why is
understanding the impact of the pandemic on A2P SMS important when we look at our market

forecasts from 2022 to 20277
In fact, year-on-year, businesses were sending an additional 140.1 billion A2P SMS in 2018 and

153.1 billion in 2019 — which meant that businesses on average were sending an extra 383.9 million A2P SMS spend ($) pre-Covid & Covid
and 419.4 million additional messages each day in 2018 and 2019, respectively, compared to the 358

) Pre-Covid Covid
previous year.

A
v
A
v

30B

For this period, domestic traffic accounted for around 87.5% of total traffic, and white route traffic GP‘GQ |
was increasing from 64.2% in 2017 by just over 2 percentage points year-on-year, driven primarily > A
by more mobile operators deploying SMS firewalls. 258
At the time, around 16.1 million registered businesses were using SMS, accounting for just 5.34% of
the total registered businesses globally. & 208 ChGR
E A1 56"
From a spend perspective, businesses increased their investment in SMS consistently between 2017 g
and 2019, with spend up 29%, from $13.18 billion in 2017 to $17 billion in 2019. There was a 198
stepwise increase from 2020 that has continued during the pandemic up to the end of 2022.
10B
Over the period 2017-2022, business spend on SMS increased by 127%, from $13.18 billion in 2017
to $‘30.5 billion in 2022. In essence, the pz.an‘demic generated arT additior?al $1 billion uplift in o p o o P 2
business spend on SMS on top of the anticipated year-on-year increase in 2020. 5B ) e > = s A
(=] ~ 0 O o N
=) S R €2l = ™~
R ] ] S N 2
By the end of 2020, the number of registered businesses using SMS had reached 20.1 million, an : ‘E ‘g_:. ; § E. %

increase of around 24%, and accounting for 6.59% of total registered businesses.
2017 2018 2019 2020 2021 2022

[}] Download data
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The A2P SMS opportunity (businesses using SMS) of businesses are yet to grasp how they could use SMS to support their business. And that the messaging

ecosystem still has a lot of work to do educating businesses of the merits of SMS. As the below graph

For a number of years the number of businesses using SMS has become an important KPI for reveals, the number of businesses not using SMS is extremely revealing.
Mobilesquared. The pandemic highlighted exactly why SMS should be considered a key channel for

businesses, with 24% year-on-year growth of business adoption between 2019 and 2020. The SMS opportunity
Adoption growth has dropped since 2020, with 7.33% of total registered businesses using SMS in 2021, 4

7.98% in 2022, and 8.52% by the end of 2023. By the end of our forecast period in 2027, 9.54% of total
registered businesses will be using SMS.

While this shows encouraging growth, the fact that more than 90% of businesses will not be using SMS by
the end of 2027 highlights the real opportunity for the channel, and is perhaps indicative that the majority

28M The number of businesses using SMS
26M
24M
22M

Micro businesses (1-9)

Small businesses (10-49)

Registered businesses

Medium businesses (50-
249)

)
o
<

Large businesses (>250)

®
<
Businesses not using SMS

Total

v
m I I-_ I I-_ I I-_ I I-_ I
2019 2020 2021 2022 2023
I . Micro businesses (1-9) . Small businesses (10-49) . Medium businesses (50-249) . Large businesses (>250) ‘ Total

2019 2020 2021 2022 2023

>
2

SIS
< =

Businesses using SMS
N A O 0 8
< Z £ £ S

(=]

Total registered businesses
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A2P SMS 2017-2027

As part of our Alternative View of the A2P SMS market to highlight how the market might look if In actual fact, today's average cost per SMS is where the market would be in 2027 based on

the "three issues" had not arisen and the market maintained strong growth from the preievious organic market growth in stable conditions (as highlighted by the arrow below). In essence, we are
years, we have caluclated the average price increases between 2017 and 2020, and then applied forcing the market to advance 5 years unnecessarily, but it's impact will only last a maximum of 3
that figure to the average A2P SMS price over the forecast period. years until businesses start migrating their spend to other channels.

As the below graph visually demonstrates, 2021 was when the international termination rates
started increasing, with the actual average cost of an A2P SMS already 6.9% higher than the price
should have been. In 2022, the pricing difference was 17.1%, and in 2023 it will be 27.32% higher

than the $0.0184 average price we would have previously expected.

Comparison of average cost of an A2P SMS, global, 2017-2027

Avg cost per SMS ($)

Tel Te)
N N
N ~
n [Te)
N N
(=} o
n n
- —
(=} o
(=} (=)

0.015635005
0.015635005
0.016171987
0.016171987
0.016708485
0.016708485
0.023425233
0.018398668
0.023116283
0.018957194
0.022435241
0.020074246
0.022247426
0.020632772

(3] -
Ln <
(o)) —
o] (=]
(o] <
<] o]
(=] N~
N —
(=} o
(=] (=]

0.01847827
0.017281615
0.02275478
0.01951572

2017 2018 2019 2020 2021 2022 2023e 2024e 2025e 2026e 2027e

@ Existing rates (2023) @ Applied avg growth 2017-2021
41 Download data
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Do not underestimate the importance of SMS

providedThe A2P SMS market is facing a pivotal period. It can pursue the current aggressive short- being exploited are searching for cheaper alternate solutions. Authenticator apps have already
term path that it is following that will potentially hamper its long-term growth, or, it can reset and resulted in the migration of a small percentage of security traffic, and the rise of OTT messaging
return to allowing market forces to determine pricing based on demand and competition from other platforms present another viable alternative. But no other channel can offer the ubiquity of SMS.
channels.

Channel reach / potential reach, by platform

Having enjoyed a period of strong growth on the back of the pandemic and local lockdowns around
the world, A2P SMS appeared well-primed to sustain that growth as more businesses started using

WeChat

the channel, and existing businesses expanded their usage. We have looked at the expected post-
pandemic trajectory in the previous section. But this has not been sustained.

The real question is why has this happened. There a number of potential answers from a mobile
operator perspective, such as: mobile operators (and aggregators) want greater profits; mobile
operators fear OTT cannibalisation of existing SMS revenues; and lastly, mobile operators anticipate
A2P SMS to mirror P2P SMS and trying to extract revenue uplift before its demise. All three mobile
operator explanations are intertwined, but there is also one additional consideration; that there is too

WhatsApp

much reliance on one-time passwords (OTP).

Mobilesquared research reveals that OTPs accounted for 88.57% of total international traffic in 2022,
and will count for between 35% to 40% of total A2P SMS traffic. These traffic levels can be sustained
provided more brands look to use OTP for customer security and authentication uses.

Potential reach .
However, the problem is that there are companies (mobile operators and aggregators alike) looking for RCS Android

to exploit this traffic by exponentially increasing their A2P international SMS prices, and this is the
crux of the issues now facing the SMS industry, such as artificially inflated traffic (AIT), artificially
generated traffic (AGT), bogus user accounts, or trashing, to name a few. This is happening around
the world on international prices, and could potentially filter down into domestic pricing.
Mobilesquared believes this is a very damaging short-term strategy with a clear impact on the long-
term future of A2P SMS.

UNIQUE MOBILE USERS

Brands are locked into using OTP and cannot switch off this service because of a cost increase; they
will have to allocate more budget to safeguard the continuation of the service and this is being
exploited by certain elements within the messaging landscape. In the meantime, the businesses

28/108 Mobilesquared
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WhatsApp is coming

SMS as a channel should not be undervalued. Mobilesquared has created the term the Messageverse Over the forecast period alone, WhatsApp Business traffic will experience growth of 1,572%. That will
(see below for definition), incorporating all channels used for business messaging to connect actually be overshadowed by RCS business messaging growth of over 3,000%, but that is coming from a
businesses with consumers. As the chart below highlights, A2P SMS accounted for over 98% of total significantly smaller base, and will only account for 1.96% of total business messaging traffic by 2027.

business messaging traffic in 2020, 96.6% of total business messaging traffic in 2022, and this will fall
to 74.7% by the end of 2027. For the time being SMS remains the dominant channel and SMS companies without a vested interest in
WhatsApp, such as mobile operators, should look to preserve the channel and strive to maintain its
While SMS has been the platform upon which virtually all messaging channels have emerged, its dominant position within the messaging ecosystem.

dominance will diminish over the forecast period as WhatsApp Business gains greater prominence.
While WhatsApp Business only accounted for 2.1% of total business messaging traffic in 2022, by
2027 it would have increased to a 22.1% share of total traffic.

aT
SMS' role in the Messageverse A
3.5T
3T
2.5T
(%}
(V]
Q 2T
[}
(%}
(]
=
1.5T
The Messageverse encompasses all channels and aspects of how brands and consumers
1T communicate, engage and interact over messaging. The Messageverse is a term created
and trademarked by Mobilesquared to incorporate the 70+ million data points on
05T messaging included in our data universe (Mobilesquared's online portal).
0
2020 2021 2022 2023 2024 2025 2026 2027
. SMS MMS . RCS WhatsApp Apple Messages for Business . Viber . Facebook Messenger . OTT - Other messaging platforms
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Market model: Impact on businesses

To gauge how a brand could be impacted by the increase in international termination rates, Mobilesquared

has developed a model based on a business sending 1 million SMS OTPs to an international location using

2021 rates as the benchmark. In 2021, to send 1 million SMS into country X at the-then average cost per
message of $0.03 would have cost $30,000.

To highlight how the increased international termination rates are impacting on a business in 2023, the

price increases used in the 3 models are based on a 1%-250% per message rate increase in 2023, with grey

at 30% of the white route price. For example, a 250% price increase on the 2021 rate is $0.105 per SMS.

250%
225%
200%
175%
150%
125%
100%
75%
50%
40%
30%
20%
10%
9%
8%
7%
6%
5%
4%
3%
2%
1%

Termination rate % increase

105,000
97,500
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82,500
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45,000

42,000 Model 1: Business spend based
S2i000 on % price increase
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. % white route traffic . % grey route traffic

[}] Download data

31,200 Model 1: If the business was to pay for all 1 million OTP messages to be sent via a white route in 2023, it would cost $105,000 based on a

30,900 250% increase - as of 2Q2023, 129 mobile operators' international termination rate was $0.106 or higher.
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30,300
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If a business requests a blended rate (of white route and grey route traffic) based on a fixed budget of $30,000, Model 2 shows the split
between white and grey traffic required to deliver 1 million OTP SMS within budget. At a 50% price increase, 52.38% of traffic would be
white, 47.6% grey. At a 250% price increase, all traffic would be grey.

Mobilesquared
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Model 3 is based on an aggregator delivering $30,000 worth of OTP messages, and then not sending any
more messages or trashing the additional messages in order to avoid being charged the termination fee.
The model reveals how many white route messages can be delivered and how many consumers would
not receive their message. At a 50% price increase, two-thirds of the messages would be delivered, and
one-third of consumers would not receive their OTP. At a price increase of 250%, more than three-

quarters of consumers would receive a negative experience.

Model 1 highlights that in the present SMS climate, an exceptional user experience comes at the expense
of the business. Model 2 highlights the reliance on grey routes to help create a cheaper blended rate for
the business, however, this potentially comes at a cost in terms of consumer experience, as grey route
messages are more likely to not be delivered. What's more, an increase in grey route traffic has
historically been associated with an increase in fraudulent traffic. Model 3 delivers a bad consumer
experience, and that will reflect badly on the brand.

The rise of the grey routes

One of the major consequences of the increase in international termination rates is the increase in grey
route traffic, as businesses seek blended rates to help bring the cost per message down across markets
around the world. That is not to say that businesses are not seeking a cheaper rate to also send various
content types around the world, including fraudulent traffic.

Mobilesquared research reveals that grey route traffic peaked in 2022 with 630.4 billion messages, and
similar traffic levels will be maintained in 2023, before traffic again starts to decline. Grey route traffic did
appear to have peaked in 2020 and then declined in 2021, but the increase in international termination
rates has clearly had an impact, as the chart on the following page highlights.
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