q&a: telecom’'s next frontier
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BY CAROLYN WHELAN @ Pete Peterson isn’t a household name. But his stellar track
record might change that. The Prudential Volpe wireless equipment analyst rated
Nokia a buy in July 1997, back when few had even heard of the company. He also
blessed Qualcomm with a strong buy in mid-1998, when the stock was trading at §6.
(We'll pause a minute to let that one sink in.) Now the 36-year-old Peterson, an en-
gineer by training, is tracking so-called third-generation, or 3G, cellular—a tovel and

controversial wireless data technolo

that, to hear the pundits talk, could soon have

us watching South Park on our cell phones. FORTUNE caught up with the analyst at
his San Francisco office to get the skinny on 3G after the recent telecom selloff.

What exactly is 3G?

The United Nations’ In-
ternational Telecommuni-
cations Union uses the term
to describe two main tech-
nologies it endorsed for bet-
ter. mobile performance:
Qualcomm's GDMAZ2000
and the WCDMA standard
that will soon be used in
Europe. But you'll often’
see the term applied'to any
wireless technology that
sigaificantly increases ca-
pacity and capability and
decreases cost.

That also means more phone
calls on a glven network,
right?

Yes, 3G offers about 30
times what a conventional
analog network provides
(and nearly four times the
capacity of Europe’s cur-
rent standard, GSM). Data
rates of 2Mb per second
[2Mbps] are also 2(H) times
faster than GSM. That will
make cell phones more
ubiquitous and increase
usage, since it also allows
for the same capability at
far lower costs. While you
may.not be able to browse
the Internet at breakneck speeds—and
you'd be limited by the phone’s screen
size and battery life anyway—you should
be able to get personalized local content
such as music and news, local weather
and traffic reports, mobile maps and
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3G or not 3G? Prudential Volpe's wireless equipment guru has an answer.

games. {Handsets in Japan already offer
animation.) Then there's the fact that the
connection is always on. That’s impor-
tant. Gallers complain about waiting too

long for WAP [a wireless Internet stan-

dard that uses older technology].

So what's so controversial about 3G?

Most GSM subscribers and equipment
makers have been in Europe. For Euro-
peans, maintaining that leadership is im-
portant. The new technology from
11.S.-based tompanies like Qualcomm
threatens that. And that has led to stan-
dards wars and technology battles.

But the European carriers need 3G to
reduce their costs and to stave off, for a
while at least, the further commoditiza-
tion of wireless service. I expect 3G ser-
vices in Spain, Finland, Germany, and the
UX. to begin in 2001, and a huge acceler-
ation elsewhere in 2002 as 3G moves more
customers onto the network.

You were in Asia in May, sussing out 3G
there. Any breaking news?

The Koreans and Japanese are really
pushing the envelope with
the new technology. 3G
networks will be installed
by Korea's SK Telecom and
Freetel this year, and by
Japanese carriers KDDIJ,
J-Phone, and NTT Do-
CoMo in 2001. And even
China, which should award
a GSM license to China
Telecom, is expected to
follow its neighbors with
3G. The country’s 800MHz
wireless spectrum-—the
dominant cellular fre-
quency in the U.5.—is an
unused asset that China
wants developed locally,
Based on signed contracts,
China will spend some $10
billion a year to upgrade its
wireless networks. In fact,
last month China’s Premier
said it would adopt CDMA
to get into the World Trade
Organization. Qualcomm
and China's ZTE, for ex-
ample, have already an-
nounced a CDMA handset
prototype, and the former
is actively looking for local
manufacturers.

Where do you see more
growth, Europe or Asia?

In Asia by far. Though
each region currently has roughly 190 mil-
lion subscribers, Asia’s market is only 6%
penetrated, while four in ten Europeans al-
ready have a wireless phone, Equipment
makers Ericsson, Nokia, and Motorola are
all strong in Asia, Ericsson, the leader there,
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