
 
Podcast - Ben Reynolds on Mobile Commerce &
Online Video Advertising  

Alger Analyst Ben Reynolds discusses the current technology trends related to mobile
commerce and online video advertising and their effects on the markets. 

Ben Reynolds: So I'm going to start off with just some general trends on the internet,
the first being mobile which I'm sure you guys have heard a lot about. I know Patrick
has definitely spent a lot of time talking about the shift to mobile connectivity. I'm also
going to hit on online video advertising which is growing very fast and then finally
retargeting or real time bidding which is a new development in the advertising space.
So just to start with mobile devices, again, some of these stats you probably have
heard before but it is growing very rapidly. We're seeing about a billion mobile devices
per year being activated. That's three times PC unit sales. We're forecasting the global
Smartphone market to grow from about 450 million units in 2011 to over 1.6 billion units
in 2017. That is a 25 percent six-year CAGR*.  

We have tablets growing approximately 45 percent each of the next two years through
2014 from an estimated 120 million units in 2012 to 250 million in 2014. Now what that
means is the install base is actually surpassing PCs this year. There will be more
phones and tablets than there are PCs even though PCs have been around for many
more years. It's one of the fastest adoptions we've seen in history. Just to touch on
mobile internet traffic, mobile traffic is now viewed at about 15 percent of total internet
traffic. That's up from almost zero three years ago.  

In the advertising space which is what we're going to focus on here which is I think
what's really being able and really causing the most disruption in shift here moreso
than e-commerce in my opinion we estimate that about 12 percent of our total media
time is now spent on mobile devices. So that's mobile internet on your phone or on
your tablet and also in app activity. However, it's only three percent of ad spend, and
these are U.S. stats. Both the usage and the percent of ad spend is rising very rapidly.
Mobile advertising in the U.S. and this is just display, not search, is estimated at $3.4
billion in 2012 doubling year over year. And estimates are that that number is going to
quintuple to $20 billion by 2016 so this is a rapidly evolving market and I think that
those estimates are aggressive but certainly attainable. SEM firms, so search and
marketing firms is 25 percent of total search spend. I think that's high for the market
but these are some of the people on the cutting edge and this is something that was
under five percent two years ago. So again, people are using their mobile devices
more. I'm sure you notice as you use them every day.

On commerce, really quick, mobile commerce is now estimated at between 10 and 15
percent of e-commerce, so that percent of transactions that are occurring are on your
phone or on a tablet versus on a desktop. So I think that is the primary trend that we're
seeing. It started 18 months ago. I think we're really hitting its stride now and there
should be a tailwind for the next two to three years in this space. 
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The second trend you might not have heard as much about but is online video
advertising. This market was estimated at about $2.9 billion in 2012 which is under 10
percent of total online advertising but growing to $4.1 billion this year, which is 41
percent growth and up to $8 billion by 2016. So that's a 30 percent CAGR. And this is
being driven by habit so shift of viewing habits to online.  

Those numbers are doubling year over year. Not all that usage is being monetized but
that's what I think is coming. The e-marketer estimates that there's going to be $8
billion of revenue in 2016. I think that's a conservative number.   

Why is this a huge opportunity? Well, the worldwide TV ad revenue is $220 billion last
year, that's worldwide, versus online video worldwide $4.3 billion. So two percent of TV
revenues are online video whereas the viewing habits are obviously significantly above
that and growing rapidly. As our viewing habits shift, the dollars are going to shift as
well. I think it's a long haul on that because the TV dollars are actually very sticky. It's
one of the few mediums that has the broad reach. But dollars are going to shift.  

IDC** estimates we are going to have about $17 billion in online video revenues in 2017.
Again, I think that's a very conservative number. The last trend which I think is
important is it's called real time bidding, programmatic buying and/or retargeting. In a
nutshell not to get too into the weeds here, this is when you've been to the J. Crew
website to look at a shirt and you don't buy it.   

You leave that website, you're doing something completely different and all of the
sudden a J. Crew ad pops up on whatever new site you're on. That's called real time
bidding and retargeting. J. Crew or their advertising agency has a cookie matched to
you and knows you're on that site, knows you were on the J. Crew site and is sending
you that ad. That is becoming a larger and larger portion of the market. Some estimate
that it's growing to 20 percent of display impressions this year and could grow to as
high as 50 percent. This is important because those impressions are viewed as more
valuable than your typical display market. So it's helping shift even more dollars,
especially on the e-commerce side into display. Technologies are getting better, the
matching is getting better. We talked to a couple of companies that just do this and they
are growing 100 percent year over year. So those are the three trends I see in the
advertising space.

*CAGR: Compound Annual Growth Rate
**IDC: International Data Corporation 
 
The views expressed are the views of Fred Alger Management, Inc. as of 9/4/2013. These views are
subject to change at any time and should not be interpreted as a guarantee of the future performance of
the markets, any security or any funds managed by Fred Alger Management, Inc. These views should
not be considered a recommendation to purchase or sell securities. Individual securities or
industries/sectors mentioned, if any, should be considered in the context of an overall portfolio and
therefore reference to them should not be construed as a recommendation or offer to purchase or sell
securities. 

Investing in the stock market involves gains and losses and may not be suitable for all  investors. Growth
stocks tend to be more volatile than other stocks as the price of growth stocks tends to be higher in
relation to their companies´ earnings and may be more sensitive to market, political and economic
developments. Special risks associated with investments in emerging country issuers include exposure
to currency fluctuations, less liquidity, less developed or less efficient trading markets, lack of
comprehensive company information, political instability and different auditing and legal standards.
Foreign currencies are subject to risks caused by inflation, interest rates, budget deficits and low savings
rates, political factors and government controls. Some of the countries where the Fund can invest may
have restrictions that could limit the access to investment opportunities. The securities of issuers located
in emerging markets can be more volatile and less liquid than those of issuers in more mature
economies. Investing in emerging markets involves higher levels of risk, including increased currency,
information, liquidity, market, political and valuation risks, and may not be suitable for all  investors.

Investors should consider the Fund’s investment objective, risks, and charges and
expenses carefully before investing. The Fund’s prospectus or summary prospectus
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contains this and other information about the Fund, and may be obtained at
www.alger.com. Read the prospectus carefully before investing. 

Founded in 1964, Fred Alger Management provides investment advisory services to
institutional and individual investors through traditional and alternative strategies
in a variety of products, including separate accounts, mutual funds and privately
offered investment vehicles. For more information, please visit www.alger.com.
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