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editorial
Welcome to the latest edition of Insights.
Convergence is increasingly driving direct competition between players from different industries. Beyond telecom
and media, a wide range of players—from retailers and utilities to consumer electronics goods manufacturers and
even municipalities—have taken a shine to the communications market. These unconventional competitors bring
with them their own ways of doing business, challenging the traditional telecom and media business model and
making the industry sit up and take notice.
What better way to gauge the impact of these changes than to have an insider view from the leader of one of
the largest media organizations in the world? It was a great pleasure to spend some time with Mark Thompson,
Director-General of the BBC, for our First Person section. He was recently voted by a panel of experts in the British
newspaper The Guardian as the leading visionary in British media, ahead of Steve Jobs and Rupert Murdoch, no
less! Mark and I discussed the complexity and impact of convergence on the media industry, and Mark provided
his vision of a BBC with new media at the centre of its offering. Not only has Mark embraced the convergence
phenomenon but he has placed the BBC in the driving seat of future development.
Internet companies such as Yahoo!, Google and Skype are typical of the new unconventional competitors. In
Research & Innovation the TME Strategy Lab, our dedicated research team, analyzes whether Internet players will
be able to replicate their ad-supported revenue model in the communications space and what potential impact this
may have on the telecom market. We investigate the likely impacts of WiMAX on DSL and 3G operators in the
next 2–3 years, attempting to separate hype from reality. We also take a look at the rationale for global fiber
deployments, comparing the FTTH and FTTN alternatives and recommending key strategies for operators. Our
final paper of the section researches Inbound Customer Marketing, analyzing the benefits being realized by
operators in terms of churn reduction and sales conversion rates and recommending a deployment roadmap as part
of a broad marketing and customer service strategy.
In Management Insights, we first attempt to put some order to the complex world of industry convergence by
providing a framework to analyze the disruptive implications brought about by the breakdown of traditional
industry boundaries. We also look at how to formulate strategy in this fast-moving technology-intensive
environment, in particular focusing on the relationship between strategy and business models.
I hope you will find this edition of the journal insightful and thought-provoking. We welcome your comments and
feedback to help us all understand the changing world of convergence better. Please contact us at
insights.journal.uk@capgemini.com with your thoughts.

Didier Bonnet
Managing Director
Telecom, Media & Entertainment
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Telcos vs. Internet Players: Worlds in Collision?
By Jerome Buvat & Benjamin Braunschvig
Abstract: Internet players are seeking ways to drive more user traffic to their portals to grow their share of online advertising revenues.
They are increasingly turning their gaze to communication services, which account for more than 45% of users’ time spent online.
Internet players’ communication initiatives are venturing beyond instant messaging, chat and email to include low-cost VoIP and
citywide Wi-Fi access, which could pose a potential threat to telcos’ revenues. Capgemini’s TME Strategy Lab researched the various
telecom initiatives underway by online players across fixed voice, Internet access and mobile domains and analyzed the viability of
offering these services free or at discounted rates, on a large scale, through an ad-supported business model. While free adsupported communication services are unlikely to be sustained on a large scale, Internet players could very well offer these services
at much lower costs than telcos; such discounted services could erode nearly 10% of telco’s fixed voice and Internet access revenues.
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The dot-com collapse of 2001 deflated
all the hype built around online
services, and placed a large question
mark on the sustainability of the
business model of online players.
However, the situation has changed
over the past couple of years and
online services have bounced back to
attract large numbers of users. On the
one hand, the number of Internet
users has gained critical mass,
doubling from nearly 500 million in
2001 to about a billion users globally
in 2005. On the other hand, the
emergence of broadband has helped
in enhancing user experience,
resulting in users remaining online for
much longer periods. An average
European online user spent more than
10 hours/week browsing in 2005,
compared to a mere 2 hours/week in
2000. With consumers viewing the
Internet as a hub for information,
entertainment and communication, it
now accounts for 15% of total time
spent on media activities, compared
to only 5% on print media. And as a
sign of things to come, in the US,
time spent online is already rivaling
TV with 15–24 year olds spending
more time online than watching TV1.
The increasing adoption of the
Internet is attracting advertisers’
attention, keen to leverage the power
of the Internet as an effective channel

to reach prospective customers. This
is evident from the fact that the
worldwide online advertising market
has grown from $6 billion in 2002 to
$18 billion in 20052. Some large
companies are starting to curtail their
ad budgets on traditional media while
increasing their Internet ad spend; for
example, Procter & Gamble cut its
television spending by 20% in H1
2005 while raising the online ad
budget by 55%.
Online advertising has emerged as a
key revenue stream for online players,
accounting for 99% of Google’s
revenues and 82% for Yahoo! in 2005.
Starting with banner ads and pop-ups,
online advertising has evolved to
become more targeted and contextual
with the emergence of paid search.
Dot-com players are constantly on the
look out for new opportunities to
make advertising more targeted and
relevant and hence, grow their
advertising revenues further. For
example, in May 2006 Microsoft
purchased Massive Inc, an in-game
advertising company, to connect to
the 18–34 year old male
demographic, who are spending an
increasing amount of time playing
video games.
To grow their online audience and,
thus, gain a larger piece of the
advertising pie, dot-com players offer

an ever-expanding range of free online
services. They are now increasingly
turning their gaze to communication
services, which account for nearly
45% of time spent online. While
email and messaging services have
been around for quite some time,
Internet players are launching
advanced communication services,
such as VoIP on instant messaging
(IM) and Wi-Fi Internet access.
In this report, Capgemini’s TME
Strategy Lab delves deeper into the
various communication service
initiatives underway by Internet
players and analyzes the emergence
and viability of ad-based business
models for offering these services and
the challenges they could pose to
telecom operators.
What Attracts Online Players to
the Communications Market?
In order to attract more users to their
portals and drive a higher share of
advertising revenues, online players
are spreading their nets far and wide
to offer a broader array of services to
the users, ranging from infotainment,
commerce and communication to
social networking. Out of this range
of services, Internet players have
gathered maximum mileage from
communication services such as email
and messaging, which are attracting a
large user base. For example, Yahoo!
and MSN have more than 200m active
email users each while Google has
gathered a base of 54m for its Gmail

[1] Bridge Rating Youth Audience Tracking Study, December 2005. [2] ZenithOptimedia, December 2005.

“

Internet players are increasingly
active in the communications domain to
GROW THE SIZE OF THEIR REGISTERED USER BASE
and advertising revenues.
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service in only 2 years (see Figure 1
for growth of active email and IM
users for select online players). In this
section, we investigate the rationale
behind the launch of communication
services by Internet players and
outline various initiatives undertaken
by them, which directly impinge on
the telecom domain in the fixed voice,
mobile and Internet access space.
In offering communication services, a
huge benefit derived by the Internet
players is the ability to capture
customer information since these
services require registration. This has
helped them to profile and
understand the users better, target
them effectively and hence, drive
repeat opportunities for engagement.
Yahoo! states that registered users can
be up to five times more profitable as
compared to unregistered users. The
monthly average revenue per
registered user, for example, was
$1.75 in 2003 whereas it was only
$0.35 for an unregistered user.

The telecommunication initiatives
undertaken by the Internet players
have increased in frequency over the
past year and are developing into an
extensive portfolio of offerings.
Competitive pressures have ensured
these services spread as standard
offers through a series of mimetic
moves by other online players. These
range from VoIP and IM on both fixed
and mobile platforms through to WiFi Internet access. Figure 2 shows
various communications initiatives
launched by key Internet players.
Fixed Voice: Early Success
Trouble started brewing for telcos
when Skype emerged on the scene in
2002 with its free VoIP software and
free PC-to-PC calling. Since then, the
Skype software has been downloaded
nearly 300 million times and there are
nearly 100 million registered users
with more than 50m active users and
6-7m users online at any time.

Figure 1: Worldwide Active Email and IM Accounts, 1998-2006 (Millions)
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Source: Capgemini TME Strategy Lab Analysis. Morgan Stanley, “Internet Trends”, April 2006. Comscore Media Metrix June
2006. Company Websites.
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Skype’s success with VoIP has
attracted the attention of many other
online players, pushing free VoIP on
IM starting with MSN in H2 2004
followed by Yahoo!, AOL and Google
in 2005. Yahoo! and MSN have also
scaled up their offering from plain
vanilla PC-to-PC VoIP service to offer
PC-to-phone and PC-to-PC video
calling as well. The integration of VoIP
on the IM platform is aimed at
attracting more users and gaining
customer loyalty. The IM interface, in
turn, presents an avenue to display
advertising and also serves as a
gateway to other services through
plug-ins. For instance, Yahoo! enables
its Messenger users to directly access
content such as music, financial
information, news and movie trailers
on the IM client, hence increasing
advertising opportunities.
Internet players are also starting to
experiment with phone-to-phone
VoIP. For example, VoIP calling
through both Yahoo! and MSN
messenger is available on cordless
broadband phones by Siemens and
Philips respectively, allowing users to
make and receive standard PSTN as
well as VoIP calls. Such service
enhancements are likely to further
build stickiness to the dot-com
players’ IM platform, as it can be
accessed from various end-devices.
eBay/Skype and now Google are also
leveraging their VoIP capabilities to
enable customers to place a call
directly by clicking on an ad. This is
helping them develop the pay-per-call
model for advertisers who are likely to
pay a premium for the service since it

“

A completely free PC-to-phone
SERVICE IS UNLIKELY.

”

Figure 2: Select Internet Players’ Telecom Initiatives, 2004–2006
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translates immediately into a sales
lead. For telcos, this means lost
revenues on services such as toll-free,
especially since customers are
increasingly going online to search for
a product or service before making
the purchase decision.
Broadband: The Emerging Battleground
Internet players have recently started
offering free ad-supported Wi-Fi
Internet access, with Google rolling
out a Wi-Fi network in Mountain
View, California, where it is
headquartered. It has further
announced the build-out of a similar
Wi-Fi Internet access network in San
Francisco, available from H2 2006.
Users have access to a 300 Kbps,
always-on connection anywhere in the
city. Explaining Google’s strategy at a
recent analyst conference, Larry Page,
one of the founders of Google, said
“We and everyone else in the world

would be excited about good Internet
access that is free, ad-supported and
profitable.3” And Google does not
seem to be the only one interested in
offering free, ad-supported Internet
access. In Q1 2006, Yahoo! polled
users about a possible new service,
which allows its messenger users free
access to tens of thousands of Wi-Fi
hotspots worldwide in order to engage
in IM, including voice
communications.4
Offering a Wi-Fi service will enable
dot-com players to link users’ location
co-ordinates to geographically relevant
ads. For example, based on a users’
search query on a particular product
and their location at that particular
time, ads directing them to the nearest
store could be displayed. The ability
to deliver such targeted ads is likely to
create interest amongst the local
business establishments and drive

[3] ZDNet.com, 21 April 2006. [4] Infoworld.com, “Yahoo! Mulls Free Wi-Fi for Its IM Users” 19 April 2006.
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local online advertising revenues.
While it is unclear whether a single
player such as Google will roll out
such a service on a large scale across
various parts of the world, there are
many players launching free, adsupported Wi-Fi in various cities in
the US. For instance, in June 2006,
San Jose appointed MetroFi to build a
citywide Wi-Fi access at no charge to
the city. MetroFi already operates such
networks in Sunnyvale, Santa Clara
and Cupertino. The company has also
been awarded contracts to build
networks across Portland, and Foster
City in the US. Even large telecom
operators are starting to consider
launching ad-supported Wi-Fi
services. In August 2006, AT&T
announced it would deploy an adsponsored Wi-Fi network in
Springfield, Illinois and would launch

similar services in cities where “it
makes economic sense.”5
Mobile Domain: The Final Frontier
Beyond the PC, Internet players are
also trying to become the consumer’s
gateway to the wireless Web. The
Yahoo! Go service enables users with
select Nokia 60 series handsets to
download an application, which
allows them access to web mail,
photos, instant messaging, and local
search with the same interface as on
the PC. Earlier this year, Motorola also
announced a deal with Google to
include a one-touch Google-branded
access button for mobile Internet in
its handsets and many other handset
manufacturers are also striking similar
partnerships with Internet players.
Google also offers a local search
service that enables cell phone users
in the US to access Google Local
directly from a mobile handset. This
strategy is aimed at developing
revenues from mobile advertising in
the future once the market matures.
Internet players are also developing
and launching IM clients for mobile
devices in association with carriers
and handset vendors. These clients
replicate the popular look and feel of
the existing fixed IM clients and
enable users to access their contact
lists seamlessly across devices.
Internet players are getting
increasingly active in the
communications domain to grow the
size of their registered user base and
increase the engagement of the users.
They have started experimenting with

free and low-cost telecom services;
however, it is unclear whether they
will be able to sustain these through
online advertising revenues as the
user base and usage grow. In the next
section, we evaluate the feasibility of
such ad-supported models for key
telecom services such as PC-to-phone
VoIP, Wi-Fi Internet access and mobile
VoIP and data.
Will Ad-Based Business Models
Succeed in the Telecom World?
Internet players have built their
business models around ad-supported
free services. Their forays into telecom
with VoIP on IM and Wi-Fi access are
also guided by the same model.
Previous failures of such models offer
contrary wisdom; a case in point is
the failure of net company Dialpad,
which offered free PC-to-phone calls
in 1999, funded by revenue generated
from ad banners displayed during the
call. Dialpad was not able to sustain
the model due to poor voice quality
and an unfriendly user experience.
Additionally, depressed online
advertising market conditions
following the dot-com bubble bust
drove it to file for bankruptcy in
December 2001. However, the
resurgence of online advertising,
lower interconnection costs,
increasing broadband penetration and
advances in VoIP technology enabling
better quality are leading the online
players to revisit the model. This
section evaluates whether the adsupported model will give a fresh
lease of life to Internet players’
telecom initiatives.

“

PC-to-Phone Services
PC-to-PC VoIP calling has established
itself as a free service with the early
stance taken by Skype. This model
has since been replicated by other
Internet players such as Google,
Yahoo!, MSN and AOL. The players
have been able to support the model
as there are no interconnect costs
associated with PC-to-PC calling.
However, to offer free PC-to-phone
and phone-to-phone VoIP, dot-com
players will have to generate adequate
advertising to fund the interconnect
costs for such calls.
We believe that the biggest
opportunity for Internet players lies in
offering ad-supported PC/laptopgenerated VoIP calls. This is because
there is limited advertising
opportunity during a phone-to-phone
VoIP call using devices such as
adaptors due to the absence of a
screen for ad display. While
advertising opportunities from audio
ads played before the initiation of a
VoIP call on these phones can be
considered, thus far this model has
failed due to consumer resistance.
Therefore, the most likely model is to
generate advertising revenues during
PC-to-phone VoIP by displaying ads
during the voice session through
formats such as in-call, out-of-call
banners, pre-call videos and pop-ups.
To be able to offer free PC-to-phone
VoIP services, Internet players will
have to generate enough advertising
revenues during the calls to offset the
payout of interconnect and
termination charges. However, given
the current ad click-through rates and

FREE AD-SUPPORTED WI-FI INTERNET
ACCESS is feasible in some
cities but not in others.

[5] ZDNet.com, 29 August 2006.
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Figure 3: Comparative Price Points for Selected VoIP Soft Clients
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average advertising revenue generated
per click, we estimate that it will be
difficult for dot-com players to sustain
such a model. In fact, we calculate
that with the global VoIP on IM user
base forecast to grow to 525 million
in 2009, Internet players will face an
outflow of more than $15 billion in
interconnect costs while the
advertising returns expected will be
only $8 billion. Hence, a completely
free PC-to-phone service is unlikely.
However, we expect that Internet
players will be able to offer
substantially discounted PC-to-phone
calls and leverage advertising revenues
to at least part subsidize the cost of
calling. For example, a 100-minute
package can be offered at $1.20 while
the best rate offered by BT and Skype,
as of August 2006, was nearly double
for an equivalent minutes bundle (see
Figure 3 for comparative price points
of select VoIP services).
Wi-Fi Internet Access
Various initiatives are already
underway across the US offering free,
ad-supported Wi-Fi access. Players

offering such services are attempting
to cash in on the potential local online
advertising opportunity through
geographically relevant ads. Local
businesses are estimated to spend
$4,000–$6,000 per annum on
traditional print advertising6. With
increasing pervasiveness and use of
the Internet to hunt for information
on products and services, there exists
a substantial opportunity for local
online advertising. Local advertising,
in fact, is expected to be a key growth
driver of online advertising revenues,
contributing 15% of the revenues by
2009, up from a mere 2% in 2004.
Our calculations indicate that free adsupported Wi-Fi Internet access is
feasible in some cities but not in
others. This is because the viability of
the model depends on the maturity of
the online advertising market as well
as the area to be covered. While the
former is an indicator of the appetite
of the businesses located in the city to
further spend on online advertising,
the latter influences the cost of
citywide Wi-Fi roll-out. Therefore,

while this model seems to be
eminently feasible in key cities in the
US, such as San Francisco and New
York, the case cannot be replicated for
cities such as London and Tokyo due
to the large city area to be covered
and/or an immature advertising
market. Figure 4, overleaf, highlights
the feasibility of ad-supported models
in select cities.
In San Francisco, for example, a free
ad-supported Wi-Fi access model
seems possible given the maturity of
the local online advertising market
and the density of the city. An Internet
player would require $40–45 million
to set up and run a citywide Wi-Fi
network for the first 4 years7. A 30%
growth in online advertising revenues
will suffice for the online player to
break-even in these 4 years8, which is
in line with current market estimates.
However, replication of such a model
in London and Tokyo is difficult due
to the large city area to be covered as
well as an immature advertising
market. In London, for instance, the
investments required will be nearly
$130-140 million annually to cover
the city. In order to break even, the
online advertising market in London
would need to grow incrementally by
45% year-on-year till 2009, over and
above the 25% forecast growth rate,
which appears untenable. Some
players are already starting to realize
that a free, ad-based model is unlikely
to be rolled out in every city. For
example, MobilePro Corp., which
won a contract from the City of
Sacramento in the US last year to set
up a wireless broadband

[6] Kelsey Group research, 2006. [7] San Francisco city area is 122 sq. km. 100 meter coverage radius and cost of $500 is assumed for each Wi-Fi access point. We have further assumed
that only 30% of the access points will require backhaul due to use of mesh technology. [8] US online advertising revenues grew by 40% in 2005: Source-Jupiter Research, July 2006.
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network, has announced its
withdrawal from the project after the
city tried to change the terms of the
deal. The city wants to offer the
service free but MobilePro does not
believe that a completely advertisingsupported business case is financially
sustainable in Sacramento.

mobile platform is quite high. In fact,
the top two websites online for
services such as email, search and
maps are also the most popular on
mobile; for example, Yahoo! and MSN
are the top 2 sites for email access
over both PC and mobile platforms
while Google and Yahoo! share the
10
honors for search .

While free Wi-Fi Internet access may
be feasible in certain mature markets
in the US, the model may not be
feasible in various other cities across
the world. However, Internet players
and other new entrants will still be
able to support a heavily discounted
service by part funding the network
from online advertising. Internet
players could also potentially ally with
municipal authorities to set up Wi-Fi
networks and reduce the operating
expenses further due to lower cost of
site rentals and electricity for Wi-Fi
access points.
Mobile Voice and Data Services
Internet players are already leveraging
the success of their online presence
and services and making headway on
the mobile platform. Early indications
point to the fact that the popularity of
Internet players’ services on the

However, in the short term, we
believe it is going to be difficult for an
Internet player to fund mobile voice
and data services through advertising.
Mobile as a marketing channel is still
quite nascent and is not yet as
efficient as other media due to the
difficulty in measuring mobile ad
performance and the absence of
standardized advertising formats
across mobile networks.
While ad-supported mobile services
seem unlikely in the short term,
availability of citywide Wi-Fi
networks could impact mobile voice
and data revenues. VoIP over Wi-Fi
networks could take a toll on mobile
voice revenues, especially indoor
usage in home and office, which
accounts for more than 40% of all
mobile calls in Europe. Mobile data

Figure 4: Feasibility Assessment of Free Ad-Supported Wi-Fi Access Model for
Select Cities9
7000

Immediate
Opportunity

Estimated online Advertising Spend
per business establishment (2009) ( $)

6500
6000

San Francisco

5500

New York

5000

Possible
Opportunity

4500
4000
3500

Difficult in
Near term

3000
2500

London

2000
1500

Tokyo
1000

Paris

500
0
0

500

1000

1500

2000

2500

City Area (Sq KM)
Source: Capgemini TME Strategy Lab Analysis.

usage could similarly be impacted due
to consumers using Wi-Fi networks in
place of the significantly more
expensive cellular network option.
Overall, Internet players will be hard
pressed to offer a broad range of free,
ad-supported telecommunication
services widely. We believe that some
services such as Wi-Fi access can be
offered for free in a few select cities.
However, in most areas, it is likely that
Internet players will settle for a lowcost model for providing these services.
Launch of free/low-cost communication
services is likely to impact telcos’
fortunes especially for services such as
fixed voice and Internet access where
customers perceive substantial cost
savings. Dial-up Internet customers,
for instance, are primary targets for
telco revenue erosion in areas where
low-cost, ad-supported Wi-Fi services
are launched. In fact, we believe that
in cities with free/discounted Wi-Fi
network access, 10–15% of telco
Internet access revenues could be at risk
by 2009. Similarly, low-cost PC-tophone VoIP offers can erode up to 10%
of the fixed voice revenues, with
international calling revenues most
at risk.
Overall, the new ad-supported
telecom service model being
popularized by the Internet players is
a wake-up call for telcos to start reevaluating their business models and
build an online presence to harness
the power of the medium.
Telco Response Strategy
In the face of declining revenues from
traditional services due to the
maturity of the market and the
onslaught of Internet players, telcos
will need to undertake significant
changes in their typical business
model to capitalize on the online
opportunity. Most services offered by
telecom operators are network- and
device-centric, cater to a limited local
audience and are dependent on an
access fee for revenues. Internet

[9] In the chart, the x axis reflects the area to be covered, which influences the cost of rollout. The chart plots the local advertising spend per business in 2009 on the y axis. [10] M:Metrics Inc, 2006.
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players, in stark contrast, have global
reach and appeal, are service-centric
and are popularizing ad-based
business models. Figure 5 summarizes
the differences in business models of
telcos and Internet players.
Developing ad-based models is an
opportunity for telecom operators to
partake in the online revolution as
well as compete effectively against not
only the Internet players but also lowcost operators and unbundlers. For
instance, in many markets, broadband
access prices have declined by up to
50% over the past 12 months due to
competition from local loop carriers.
To address the upcoming challenge
from ad-based service models, telcos
need to go for a stronger portal
strategy and shift the focus of their
online presence from a marketing and
information tool to a hub of
communication and entertainment.
In this section, we detail what steps
telcos need to undertake to transform
themselves into serious online contenders.
Changing the Cost/Revenue model
Telcos’ current pricing method is
based on recovery of network costs,
which will make it difficult for them
to cut prices down to the level of
Internet players’ ad-based services.
Telcos should, therefore, consider the
possibility of offering ad-supported,
low-cost PC-to-phone and low-end
Internet access. To do so, they need to
consider leveraging their Web portals
to generate online advertising
revenues and counter Internet players’
offerings as well as use it as a
competitive advantage against lowcost operators and unbundlers. The
current focus of using their portals for
customer service, information and
promotion needs to give way to
developing an online user base and
driving advertising revenues through
offering attractive content and services.
While telcos will have to compete
with well-entrenched online players

Research & Innovation

Figure 5: Business Model of Telcos vs. Internet Players
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on the PC/fixed-line space, we believe
that operators can take an early lead
in the mobile domain since it is a
nascent market. Possible avenues to
explore are advertising revenues
through local mobile search, where
the telcos could serve promotions/
messages from local establishments to
users through mechanisms ranging
from SMS/MMS and banners to maps
on the mobile portals.
Appealing to a Global User Base
Most telco websites generate a very
modest amount of online traffic
compared to their Internet
counterparts. For example, no telco is
present in the top 100 ranking of
most visited websites in the world,
while Yahoo!, MSN and Google are
the most popular web destinations.
Telcos have to consider repositioning
their existing online assets to appeal
to the larger global online user base
beyond their existing subscribers.
Telcos should focus on registered
users who are more profitable than
unregistered users because the data
gathered during registration will
enable targeted advertising.
Developing a Strong Value Proposition
Internet players are rolling out new
services as well as enhancing and
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upgrading the existing ones at a
dizzying pace. For example, Google
launched eleven online services, three
hardware product versions, signed
four alliances and acquired a
company, all within the first 6 months
of 2006. Telcos, therefore, will not
only have to roll out free online
services but also innovate rapidly.
Telcos will need to invest in R&D to
develop cutting-edge applications to
grow the online user base. Integration
of services across platforms and
devices to offer a consistent user
interface and experience is another
area that telcos will have to work on
to compete effectively with Internet
companies. Additionally, telecom
operators can gain ground over
Internet players by offering innovative
communication services. For instance,
telcos are especially well positioned to
offer converged PC/mobile services
such as PC-to-mobile video calling,
and cross platform access to digital
content management applications.
On the supply side, telecom operators
will need to develop advertising
solutions and various ad formats
suited to large and small advertisers.
Telcos’ presence in their operating
market could, in fact, turn out to be

to their competitive advantage. For
example, their extensive knowledge
about their subscriber base and local
presence could be used to develop the
local advertising market opportunity
and deliver highly targeted and
relevant advertising.

instance, five new companies have
managed to enter the top 10 of the
most visited sites in the US. Similarly,
some of the top players such as
Lycos—ranked in the top 10 in
2002—fall well below the top 10
today (see Figure 6).

Shifting Strategic Focus from
Network to Brand
Telcos’ existing model of controlling
customer relationships through
delivery networks needs to give way
to driving user base and engaging
customer loyalty based on services
and brand. Some of the newer
services that telcos could look to
develop are the emerging Web2.0
applications such as social networking
(e.g. MySpace.com), digital content
management (e.g. YouTube.com) and
blogging (e.g. Xanga.com). This is still
an emerging area dominated by startups, but is attracting an enormous
user base in a relatively short time and
threatening the hegemony of established
Internet players. For example,
MySpace.com overtook Yahoo.com as
the most visited site in the US during
a whole week in July 2006.

This definitely provides a window of
opportunity for telcos, but succeeding
in this environment will be a highly
challenging task. It will require telcos
to come up with innovative services
and show high flexibility to change the
organizational mindset towards new
ways of working, new relationships
and new business cultures.

Implementation Challenges
For many telcos, to enter the online
world will mean entering into new
business territories with different ways
of functioning. This in itself can be an
uneasy thought for an industry
accustomed to the comfort of a
known business model for long.
Adding to the uneasiness is the fact
that the online world is itself
dominated by some well entrenched
players who will not take any new
entrant lying down. The top four
Internet companies (by size of unique
audience) in the US capture more
than 40% of US online ad revenues.
However, at the same time, history
has proven that the Internet remains a
very accommodating field that enables
new entrants to successfully and
regularly challenge the supremacy of
incumbents. In the last six years, for

Due to the very difficulties that online
diversification presents, we believe
that owning Internet assets is not a
blanket strategy for the whole telecom
industry. Based on criteria such as
organization size, strategic intent, risk
appetite and organizational
capabilities, telecom operators will
need to evaluate the choice between
an ownership or partnership model
for online presence.
Driven by these considerations, some
telcos have already gone into
partnerships with online players. In
such partnerships, the online player
provides its strong brand and
portfolio of online services, while the
telco markets the service to its captive
subscriber base of Internet users. Such
agreements mainly revolve around a
2-way revenue share allowing rapid
access to new revenue streams. Online
players get a share of monthly
Internet subscription fees and telcos
secure revenues from new streams
such as online ads, and paid content
and services. SBC and Verizon in the
US have such a partnership with
Yahoo!. In the short term, such
partnerships do present some tactical
gains for telcos such as faster speedto-market, lower financial exposure
and access to an assured revenue
stream. Moreover, for some
online services like IM,

[11] Source: Business 2.0 Magazine, July 2006. [12] News Corp press release, 18 July 2006.
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partnerships may be a strategic
necessity, as the large user bases and
the proprietary nature of IM
applications of existing market leaders
may not allow new entrants to succeed.
However, telcos do need to consider
the long-term strategic risks associated
with such partnerships. In addition to
the smaller financial returns (as
revenues need to be shared), brand
dilution poses a threat that can result
in telcos becoming simple bandwidth
providers. On the other hand,
ownership—despite being a
comparatively riskier strategy—can
help telcos in retaining brand loyalty
and competitive positioning in the
market to drive higher customer
stickiness.
While building an online presence
from scratch may be a tall task, telcos
have the option of acquiring certain
online properties to rapidly generate
an online user base and use it as a
starting block to build a complete
portfolio of online assets. SK Telecom
in Korea, for example, acquired
Cyworld.com in 2003. The site offers
services ranging from social
networking, chat, music downloads
and many more, enjoying nearly 90%
penetration among teenagers in
11
Korea . News Corp is another case in
point: it acquired MySpace along with
thirty other Internet properties from
Intermix for $580 million, increasing
its web traffic by more than 45
million unique monthly visitors (as of
June 2006) and emerging as one of
the most viewed sites in the US12.
It would be a mistake to believe
that the competitive advantage
gained via acquisition can
be sustained without
continuous
investments.
Due to the dynamic
nature of the Internet,
developing online services is a
long-term effort requiring continuous

Figure 6: Changing Face of Internet Leadership Board
Ranking of the Top US Websites (Unique Visitors)
2000

2002

2006

Yahoo!
MSN / Microsoft

service to their existing customers.
But now, they will need to move
beyond this semi-online presence and
re-position their portals as a hub for
communication and entertainment
services, addressing a global audience.

Google

This spells the start of a new phase for
the increasingly converged
communication and entertainment
industries, which will require telcos to
learn to innovate at a much faster
pace, develop new skills and re-align
their business models to drive an
online user base while ensuring
customer loyalty based on services
and brand rather than ownership of
the delivery network.
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Source: Capgemini TME Strategy Lab Analysis based on ACNielsen/Net Ratings

farming of assets. User preferences
change rapidly on the Internet,
resulting in newer and newer services
to emerge as crowd pullers. With
email in 1998, IM in 2000, search in
2002, maps in 2005 and social
networking in 2006, different
categories have emerged as key online
services to attract and retain
audiences. Only the players that have
continuously revitalized their online
service portfolios to cater to the everevolving needs of online users, have
retained their Internet leadership.
Yahoo! has remained among the top 2
in US Internet rankings since 1999 by
not only having a wide portfolio of
services but also regularly updating its
online assets through organic or
inorganic means. Yahoo! is also
spending around $550m per year in
research and development. For telcos,
this will mean continued management
backing in terms of time and
resources.
The emergence of Internet players and
prospect of ad-based services challenge
the established ways of business that
telcos have followed for decades.
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Holding on to existing ways is not an
option and transforming to newer ones
will require some tough decisions.
Conclusions
In recent years the Internet user base
has expanded rapidly to reach the 1
billion mark. Assisted by high-speed
broadband, users are also spending
more time online and the Internet is
emerging as a major medium for
communications as well as
entertainment. Online advertising
revenues are surging and Internet
companies are looking at offering a
wide array of services to grow their
registered user base and hence drive
their share of advertising revenues
further. The desire for ad revenues has
prompted online players to launch
core communication services such as
free, ad-supported Wi-Fi access. The
wide availability of such free or
discounted communication services
may threaten the traditional
subscription-based telecom services.
So far telcos have largely looked at the
Internet more as a channel to create
product awareness and offer self
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The Case for WiMAX
by Jerome Buvat and Ashish Sidhra
Abstract: WiMAX, short for Worldwide Interoperability for Microwave Access, is a new wireless technology that promises to deliver
high-speed mobile broadband access over large distances. The emergence of WiMAX threatens both 3G and DSL network operators
because it promises to enable new entrants to offer ‘wireline-equivalent’ broadband service with low investments. Capgemini’s TME
Strategy Lab explored the cost economics as well as performance advantages promised by the technology and compared these to
existing DSL and 3G networks to analyze whether WiMAX poses a near-term threat to the existing fixed and mobile players. Our
conclusion was that WiMAX currently does not offer a clear price-led or service performance proposition and lacks availability of
affordable CPEs as compared to existing DSL and 3G technologies. We believe it will take another couple of years for the technology
to stabilize and emerge on a widespread commercial scale.
The wireless broadband revolution
was sparked off by Wi-Fi, unshackling
the users from wires and allowing
unfettered access to the Internet.
However, Wi-Fi has remained
constrained to homes, offices or the
coffee shop as it is a short-range
wireless technology, extending reach
only within a hundred meters.
WiMAX, short for Worldwide
Interoperability for Microwave Access,
on the other hand, is the latest
wireless “last mile” broadband
technology, which promises to solve
the distance limitations of Wi-Fi by
offering 70 Mbps speeds over a 50 km
radius. The technology also promises
to enable operators to roll out the
network at significantly lower costs
than wired broadband or 3G. Vendors
backing the technology, including
Intel, are indicating availability of sub$100 customer premise equipment
(CPEs) and eventually embedding
WiMAX chips in laptops, to ensure a
low-cost mechanism to access the
Internet wirelessly.
The promise of high-speed wireless
networks needing little investment
and inexpensive CPEs presents a
significant disruptive potential to
fixed-line and mobile operators alike.
In this report, Capgemini’s TME

Strategy Lab evaluates whether the
WiMAX promise rings true and what
threat it poses for both DSL and 3G
operators in Europe.
What are Fixed- and Mobile WiMAX?
WiMAX is a standards-based wireless
broadband technology, also known by
the IEEE1 standard, 802.16, offering
high-speed wireless access over long
distances. A WiMAX system comprises
a radio tower, similar to a cellular
base station, and a WiMAX antenna
and receiver at the customer-end,
which can be a modem, PC data card
or even a mobile handset.
Fixed-WiMAX, often referred to as
802.16d standard, was released in Q3
2004. Pre-standard CPEs are available
including outdoor, directional
antennas as well as indoor modems.
The standard is specified to allow
nomadicity, where users can access
the service from various locations
covered by the network. However, in
the current absence of portable devices,
present deployments offer only fixed
wireless access, meaning users can
access the service only from their home
location, where the CPE is installed.
Mobile WiMAX referred to by the
standard 802.16e, adds mobility to
the WiMAX specifications, such that

seamless handover and roaming are
possible when users move from one
cell site area to another. The
specifications for 802.16e standard
were released in December 2005. PC
data cards, mobile handsets and
laptops with embedded WiMAX chips
are being planned by vendors on this
standard. In countries where
regulation prohibits full mobility for
alternative wireless technologies such
as WiMAX, operators can also deploy
802.16e networks for fixed and
nomadic access.
WiMAX offers an appealing
proposition of high-speed broadband
access, which will eventually be
possible in fully mobile usage scenario
using low cost CPEs. However,
whether this promise is ready for
delivery in the near to medium term
is questionable. We analyzed what can
be realistically expected from WiMAX
deployments as well as compared its
proposition against DSL and 3G.
WiMAX Hype vs. Reality
WiMAX is being touted as “wirelineequivalent” broadband service, which
will be available at a fraction of the
cost to the customer. Delivery of this
promise will mean heightened
competition in the market as it will
become easy for new entrants to set

[1] IEEE: The Institute of Electrical and Electronics Engineers is the organization developing standards for the computer and electronics industry.
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up networks with low investments.
However, before buying into the
WiMAX hype, it is necessary to assess
how much of the promised performance
and cost advantages are a reality.
Performance
WiMAX proponents boast that it offers
70 Mbps speeds at 50 km range. The
massive range and the high speeds,
however, do not reflect the actual
performance that can be experienced
by users in field deployments.
The oft-mentioned 70 Mbps speed on
a WiMAX network is the total shared
bandwidth capacity available to
multiple users on a 2X20 MHz2
frequency spectrum. Actual per user
data rates are likely to be around 1–3
Mbps only. The latest AT&T WiMAX
trials3 saw 2 Mbps speeds, with speeds
in one trial deployment barely rising
above 500 Kbps.
The promised 50 km range can be
reached only in direct line-of-sight
deployments, which are not possible
in most areas due to obstructions
presented by buildings and trees.
Practical deployments, in fact, indicate
that coverage of 1–3 km in urban
areas and 5–10 km in rural areas is
more realistic.

“

and mobile devices. However, delivery
of this promise is still some years
away. Currently available WiMAX
equipment is pre-standard and
expensive. Even once the devices are
available, early versions are likely to
remain expensive until economies of
scale are realized.
WiMAX is still at the hype stage and
operators need to tread carefully
before investing in a big way into
setting up networks. In the following
sections, we examine whether there is
a case for WiMAX to compete with
and replace DSL or 3G in the fixed
and mobile markets, taking into
account not only deployment cost
economics but also the service
proposition and CPE availability status.
Fixed-WiMAX vs. DSL
Broadband in Europe is experiencing
breathtaking progress, notching up a
65% growth rate in subscriptions last
year. More than 95% of the
population is currently covered by
ADSL and operators such as BT and
FT are upping the stakes to extend
this to >99% of the population. In
light of such wired broadband
presence, the WiMAX proposition
needs to be competitive with DSL in
terms of deployment economics and
the service proposition.

WiMAX does not provide
enough bandwidth TO COMPETE WITH
DSL in offering triple-play services.
Hence, expectations of rolling out
WiMAX networks, using a few radio
towers to cover a large city and offering
DSL-type speeds are not feasible.
Low-Cost CPE Availability
WiMAX backers often talk about
inexpensive CPE and, eventually,
embedding WiMAX chips in laptops

”

We compared WiMAX with DSL in
terms of rollout cost in areas of high
and low broadband penetration,
service performance and the
availability of CPEs.

Rollout Cost
Our analysis shows that in places with
existing wireline infrastructure, the

[2] 2X20 MHz refers to the FDD (Frequency Division Duplex) mode, likely to be deployed in Europe, which uses separate
frequency bands for upload and download. TDD (Time Division Duplex) mode is also available, where the same frequency
bands are used. In the FDD mode, 70 Mbps is the peak bandwidth capacity per cell sector (each base station can have 36 sectors) assuming availability of 2X20 MHz spectrum. [3] AT&T is running 3 trials in the US. The Register reported
feedback from AT&T’s Chief Architect Behzed Nadji on the results of the WiMAX trials on 27th October 2005.
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cost of rolling out DSL is significantly
lower than setting up a WiMAX
infrastructure from scratch. This is
largely due to the low cost of DSL
equipment as well as the availability
of DSLAMs4 with 15–20 ports, which
lower the cost of enabling even the
remote, rural exchanges. The cost of
setting up a WiMAX base station, on

However, in areas with poor wireline
infrastructure, WiMAX brings definite
benefits over DSL. More than 20% of
the population in the Americas and
60% in China are beyond the reach of
wired broadband and can be quickly
and cost-efficiently reached with
WiMAX. Wired broadband, on the
other hand, involves a more expensive

Figure 1: WiMAX CPE Costs Are Likely to Reach DSL Modem Costs by 2009
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and lengthy process of trenching and
cabling to the home. For example, we
estimate that the cost of provisioning a
new subscriber with wired DSL access,
which also requires laying out copper,
can be more than twice that of WiMAX.
Hence, WiMAX can be used to
address the underserved markets as it
will require lower investment than
rolling out a new wireline access
infrastructure. But in mature, wellpenetrated broadband markets, DSL
remains a more cost-effective option.
Service Comparison
From a service perspective, wired
broadband is better positioned to
serve customer requirements than
WiMAX. Users can expect only 1–3
Mbps access speed with WiMAX,
whereas wireline players can offer

Overall, wireline broadband is better
positioned than WiMAX to offer a
price-competitive service as well as
support triple-play offerings.
CPE Availability and Affordability
WiMAX backers are banking on the
availability of nomadicity as the
“sweet spot” to compete against DSL
networks. Yet delivery of the
nomadicity proposition requires
portable devices such as PCMCIA
cards, which are currently not
available. And current WiMAX devices
are tethered solutions, requiring an
outdoor antenna and an indoor
modem in most cases. A modem-only
option does not deliver a strong
enough signal to support high data
access speeds, other than in close
proximity to the base station, hence,
limiting nomadicity. Moreover, these
CPEs are currently expensive and it
will take time for the scale economies
to kick in.

[4] DSLAM: Digital Subscriber Line Access Multiplexer aggregates broadband traffic from multiple customer lines and routes them to a high capacity backhaul connection to the Internet.
[5] DT is extending its fiber network beyond the central office to reach closer to the home through Fiber to the Neighbourhood/Node (FTTN) architecture. Beyond the node, existing copper
lines are used to reach the home using VDSL.
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In underserved areas with poor wireline
infrastructure, WIMAX IS MORE COST-EFFECTIVE for
broadband rollout compared to DSL.

Standards-compliant PC data cards are
unlikely to be commercially available
before 2007 since most vendors have
been awaiting release of 802.16e
standard specifications to develop the
cards. Navini, an equipment vendor,
is the only one to have demonstrated
pre-standard 802.16e PCMCIA cards;
however, it is questionable whether its
devices will be software upgradeable
to the standard. Even when PC data
cards become available in 2007, the
early versions are likely to exhibit
below-par performance and it will
take another 12–18 months for the
product performance to stabilize. CPE
costs will also remain a concern
unless economies of scale are realized.
Until affordable portable WiMAX
CPEs are available, Wi-Fi serves as a
cost-effective alternative to meet the
nomadicity requirement of customers.
Wi-Fi offers a low-cost option since
the CPEs are available at less than €50
(or free since most laptops are now
Wi-Fi enabled) and service costs are
low, e.g. SBC in the US offers its DSL
subscribers Wi-Fi access at less than
€2/month. Moreover, with operators
expanding their Wi-Fi hotspots and
signing up roaming agreements,
users can benefit from wide-scale
Wi-Fi availability domestically as
well as internationally.
In light of the higher costs for
deployment, poorer service
proposition when compared to DSL
triple-play and lack of affordable
portable devices in the near future, we
believe the current hype over WiMAX
replacing DSL in mature European
markets is misplaced. It will take at
least 3 years for WiMAX to stabilize
and mount a challenge to established
wireline technologies.
Mobile WiMAX vs. 3G
The biggest buzz about WiMAX is in
the mobile segment, with the 802.16e
Research & Innovation

standard promising full mobility at
vehicular speeds and Intel planning
to build WiMAX capabilities directly
into laptops.
However, whether mobile WiMAX
will hold on to its promise and create
a revenue opportunity for players is
dependent on the maturity of the
technology and its ability to deliver
cost advantages over 3G.
In this section, we assess whether
mobile WiMAX will be able to deliver
a cheaper network cost structure,
lower-cost mobile devices and better
service performance than 3G.
Rollout Cost
Our analysis suggests that mobile
WiMAX networks will require 5–7
times more base stations than 3G.
This is due to the higher frequency
(2.5 and 3.5 GHz) that WiMAX will
operate on, compared to 3G (<2
GHz). The signal propagation range
on higher frequencies is less than on
lower frequencies, limiting the reach
of the radio tower. Moreover, the
signal strength indoors on higher
frequencies is poorer compared to
lower frequencies, which are able to
penetrate buildings more effectively.
Hence, WiMAX requires more base
stations than 3G to cover the same
area and ensure adequate indoor
coverage (see Figure 2, overleaf).
Wide-scale deployment of 3G
networks by many operators across
the world is also ensuring lower
network equipment costs compared to
WiMAX due to economies of scale.
WiMAX has a long way to go before it
starts generating similar scale and, till
then, the equipment costs will be
higher than 3G.
Hence, the high cost of equipment
coupled with the need for more cell
sites means that deploying a 3G
25
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network is significantly cheaper than
for WiMAX.
To become a significant mainstream
threat to 3G, mobile WiMAX should
demonstrate clear advantages in terms
of service proposition. WiMAX is
being positioned to address the issue
of poorer service performance
associated with 3G. The 1–3 Mbps
WiMAX speeds far exceed the
currently experienced 200–300 Kbps
available with 3G. However, this
window of opportunity is fast closing.
Mobile operators are already rolling
out the next 3G upgrade, HSDPA,
which will up the average user data
rates closer to 1 Mbps. Subsequent
upgrades will increase access speeds
further and mobile companies are
already talking about “Super 3G,”
which will support shared, peak data
rates of 100 Mbps at vehicular
mobility speeds and is likely to deliver
5–10 Mbps data rates per user.
Another point to note is that most
regulators in Europe do not allow
mobility on alternate wireless
technologies. Cellular operators such
as Vodafone are lobbying regulators
not to allow mobility in the near term
using other wireless technologies as
they have paid large sums for their 3G
licenses. Hence, availability of fully
mobile WiMAX services is
questionable. Even if regulators do
allow mobility, WiMAX operators may
need to pay a mobility premium on
their licenses, e.g. operators with lowcost wireless local loop, limited
mobility licenses in India incurred
significant charges to migrate their
licenses to full mobility services.
Thus, a clear mobile WiMAX service
proposition does not emerge in light
of imminent 3G upgrades, lowering
mobile data access prices and the unclear
regulatory environment on mobility.

CPE Availability and Affordability
After a long 2–3 year battle on price
and performance, 3G is finally getting
its act together to deliver GSMcomparable mobile devices in terms of
weight, size and talk time. Mobile
WiMAX has a long way to go before it
can achieve a similar position. The
802.16e specifications have just been
ratified and the first standardscompliant portable CPE are expected
by 2007. Once available, there will be
a long uphill battle to enhance
performance and bring down costs.

Figure 2: Relative Number of Base Stations to Cover the Same Area Using 3G vs.
WiMAX (UMTS=100%)
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Figure 3 indicates the time frame for
the availability of standardscompliant equipment.
One of the key features whetting the
market’s appetite for WiMAX is
laptops with embedded WiMAX
chips. However, the uniqueness of
this proposition needs to be reassessed given that 3G is making a
similar move in the embedded
notebook segment, e.g. Lenovo and
Dell are already offering Cingular’s EVDO technology in their laptops.
One more thing to consider is that
setting up a Mobile WiMAX network
for data-only may not be feasible, in
terms of sufficient returns on
investment. WiMAX operators will
need to offer a voice service, for
which mobile handsets will be
needed. But mobile WiMAX handsets
are not expected to be available on a
mass, commercial scale before 2010.
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In conclusion, with its higher network
cost structure, lack of clear
performance advantage, regulatory
constraints on mobility and 3–4 year
lag in affordable CPE availability,
Mobile WiMAX is a much weaker
proposition than 3G.
Recommendations for
Operators
The number of options for customers
to speedily link to the Internet is
growing rapidly. Wired broadband is
widely available in homes and offices,
Wi-Fi is available in coffee shops and
airports, and mobile companies are

upgrading their cellular networks to
provide higher speed access
ubiquitously. In the midst of this,
WiMAX is emerging as yet another
competing technology.
WiMAX is definitely gaining market
momentum and the support that it
enjoys from over 200 WiMAX forum
member companies worldwide is
working in its favor. We believe that
WiMAX may see increasing wireless
broadband deployments over time but
is currently impeded by the lack of
standardized and inter-operable
equipment and high costs. It is likely
to take another few years for WiMAX
to mature before it is ready to upstage
the existing technology options.

Figure 3: Likely Time Frame of Standards-Compliant CPE Availability
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We analyzed the potential
implications of WiMAX for different
types of players and provide our
recommendations on whether they
should consider investing in the
technology yet.
New Entrants
WiMAX offers an alternative for new
entrants to rapidly roll out broadband
services, bypassing the incumbents’
local loop. However, the competitive
and cost dynamics favor existing
technologies and the operators should

be wary of the WiMAX hype. The cost
of deploying fixed-WiMAX can be 1.5
times higher than unbundling a DSL
exchange. In addition to higher initial
costs, the service providers’ ability to
compete against DSL with WiMAX
will be marred by the lack of a
compelling price or service-led value
proposition. The operators will face
stiff price competition from existing
wireline options at the low-end DSL
bandwidth options while at the higher
end, wired broadband is a clear
winner in delivering triple-play services.
However, a potential threat to existing
wireline and mobile players is posed
by the proposition of nomadicity, the
sweet spot for WiMAX. New players
will be able to woo customers with
the promise of wireless broadband
access anywhere in the city covered
by a WiMAX network. But nomadicity
will be possible only once PC data
cards and 802.16e standardscompliant equipment become available
in 2007. It will subsequently take a
couple of years for the technology to
stabilize and for the equipment costs
to reduce. Early movers, planning to
roll out in 2007, will incur high
customer acquisition costs towards
CPE subsidies as well as relatively
higher costs towards network
deployment. Operators will also face
tough competition from 3G, which
has a clear lead in maturity and is also
evolving to deliver comparable highspeed access using affordable CPEs.
We recommend that new entrants
planning to compete in the broadband
market continue investing in local
loop unbundling both in terms of
lower capex requirements as well as
the possibility to offer triple-play
services. Players should await the
availability of portable devices at
affordable costs to be able to compete
using the nomadicity proposition
against the existing wireline and
mobile operators.
Wireline Players
In well-penetrated broadband
markets, the need for higher
bandwidth is evolving into something
that cannot be served by WiMAX.
Research & Innovation

Hence operators should continue
investing in upgrading their DSL
networks to address these mature,
developed markets.
On the other hand, wireline players
seeking to address broadband
requirements in markets with poor
wireline infrastructure should
consider WiMAX, since deploying
wired broadband costs more and takes
longer. However, as these markets
mature and the need for higher
bandwidth grows, the rollout of wired
broadband will eventually be mandated.
To counter the fixed-mobile
substitution threat from cellular
operators, wireline players looking at
participating in the mobile market
should abandon hopes of rolling out a
mobile WiMAX network with a cheaper
cost structure in the near future.
Moreover, with regulations in most
European countries constraining
mobility for alternative technologies,
wireline players will not be able to
offer full mobility for the next few years.
We recommend that integrated
operators with a fixed and mobile
presence should investigate
opportunities for bundling the two
services rather than investing in
WiMAX. Operators with only fixedline investments, on the other hand,
should continue to upgrade their
networks to realize revenue
opportunities from triple play. To
address the nomadicity requirements,
these operators can also consider WiFi in the near term, especially in light
of increasing hotspot availability as well
as the low costs of Wi-Fi equipment.
Mobile Operators
We do not expect WiMAX to be the
3G dragon slayer it is hyped to be,
since the mobile version, 802.16e, is
not expected to be commercially
available before 2007. Even after
introduction, it will require time for
further refinements to achieve acceptable
levels of performance and costs.
In the meantime, the mainstream
WCDMA technologies are also
evolving rapidly to support higher
27

data speeds through various levels of
network upgrades. Unlike WiMAX,
they enjoy the support of a much
wider ecosystem of vendors and
technology development companies.
The consumer devices are also likely
to be much more price competitive
than WiMAX due to the rapidly growing
base of 3G subscribers worldwide.
In our opinion, mobile operators
should continue their investments in
the 3G upgrade path and build on the
lead that WCDMA enjoys over
WiMAX. After the upgrades, they will
be able to compete effectively on
performance and can also participate
in the low-end DSL market.
In conclusion, WiMAX does not stand
up to its hype as a strong disruptive
force for existing wireline and wireless
businesses. To be successful, WiMAX
proponents must come down from
their technological high ground and
deliver on their promise of
standardized interoperable network
equipment, lower network cost
structures and affordable customer
premise equipment.
Until then, DSL and 3G technologies
have a clear lead and we expect this
status to continue for another few
years as WiMAX goes through its
evolution and maturity cycle.
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The Road from Copper to Fiber:
What’s in Store for the European Telco?
by Priya Mehra and Dinesh Jindal
Abstract: Many operators around the world have started upgrading their last mile copper assets to fiber to deliver high bandwidth
applications and drive higher revenues from new services such as HDTV. While favorable government policies are driving this upgrade
in the US, Japan and Korea, the regulatory stance of opening fiber networks to unbundling has delayed incumbent action for fiber
deployment in Europe. Capgemini’s TME Strategy Lab researched the fiber deployments and drivers for uptake around the world and
analyzed the competitive, regulatory and demand factors in Europe to understand whether it is imperative for European operators to
roll out fiber. We believe European operators should roll out fiber in the last mile, closer to the customer home, to meet the upcoming
bandwidth demand from advanced services such as HDTV and P2P applications as well as to gear up to face the potential competition
from cable, satellite and municipal fiber rollouts.
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Fiber optics are eliciting huge interest
and enthusiasm among operators as a
replacement for copper in “the last
mile” (i.e. the final leg of delivering
connectivity from a communications
provider to a customer) to enable
higher bandwidth access for
consumers and encourage the uptake
of a variety of data services. Fiber
technologies are not new to telecom
operators, who have deployed fiber in
the backhaul infrastructure for
decades. However, fiber in the last
mile, in place of copper, is a relatively
recent development, where operators
are now trenching it closer to the
home. While many operators
embarked on this policy a number of
years ago, in 1999–2000, the
prohibitive cost of fiber and optical
electronics at that time discouraged
large-scale investments. Most
operators therefore continued to
concentrate on leveraging their
existing copper assets by upgrading to
ADSL. However, with the subsequent
decline in fiber costs, along with a
surge in bandwidth demand fuelled
by broadband, video and TV, some
operators are reconsidering their
strategy for deploying fiber in the last
mile access network.
In this report, Capgemini’s TME
Strategy Lab evaluates whether
European operators need to start
replacing copper with fiber in their
access infrastructure, and considers
the fiber rollout options available in
view of deployment economics and
bandwidth capacity.
What is Fiber?
Fiber optic lines are strands of pure
glass, as thin as human hair, that are
able to transport light over distances
of up to 80 km, supporting multiple
gigabits of bandwidth. Various options
are available to roll out fiber in the
last mile, ranging from provisioning a
high-capacity fiber network all the
way to the customer’s home or to a
node or cabinet close to the home
while still using copper wiring for the
very last mile.

This section discusses the different
types of fiber technologies and
deployment options that are available
to operators today for trenching fiber
closer to the home.
Fiber to the Home
When the fiber is extended all the
way to an optical terminal located in
the customer’s home, the architecture
is referred to as Fiber to the Home
(FTTH). Within FTTH, a single fiber
can be dedicated for each customer
home, or can be shared among
multiple homes.
When a single, dedicated fiber is
drawn directly from the exchange all
the way to the customer’s home, it is
referred to as “Home-Run Fiber.” This
can support gigabits of bandwidth per
home, but is very expensive since
multiple fiber runs are required every
time a new customer is added.
Alternatively, a feeder fiber,
supporting 1–10 Gbps bandwidth,
can be drawn from the exchange to a
node close to the customer’s home.
Fiber is then drawn from this node to
each customer’s premises, so the
capacity of the feeder fiber is shared
among multiple homes. The latter
configuration can support speeds of
up to 100 Mbps .
1

Fiber to an Intermediate Point between the
Exchange and the Home
This architecture supports trenching
fiber beyond the exchange to a point
close to the home, from where
existing copper links are used to reach
the customer’s premises. The fiber is
usually extended to an existing copper
node or cabinet, which can be
anywhere between 150–1,500 meters
from the home, serving between 100
and 1,000 households. These copper
nodes must be upgraded to house
fiber-fed electronics. This
configuration, with VDSL2 on the
copper interface, will enable operators
to provide downlink speeds of up to
25 Mbps for customers located 1.5
km from the node or cabinet, and
nearly 90–100 Mbps if the cabinet is

located in the basement of a building
within 0.5 km of the customer endterminal and uses in-building copper
wiring to provide broadband to the
home. These deployments are referred
to variously as Fiber to the
Node/Cabinet/Curb/Building, but in
this document, we refer to it by its
most commonly used term, Fiber to
the Node (FTTN).
Figure 1, overleaf, describes the FTTN
and FTTH architectures and some of
their key network components.
Other than fiber to provision higher
bandwidths to the customer’s home,
technology developments on Digital
Subscriber Lines (DSL) are also
enabling higher speeds, extending yet
another option to the operators for
upgrading their networks while
keeping their entire copper access
infrastructure intact. In the subsequent
sections of this document, we evaluate
the status of fiber deployments to
date, then question whether fiber in
the last mile is an immediate necessity
for European operators in view of DSL
technology developments—and if so,
is FTTN or FTTH best suited to
Europe’s local market conditions?
What is the Fiber Deployment
Status?
The deployment of fiber in the access
network has been in use since the
early part of this decade across the
US, Asia and Europe. However, the
scale of deployment and success
varies across the world. Japan and
South Korea, for example, are success
stories in fiber deployment, and are
now torch bearers in terms of
availability of high speed access
networks to customer homes. In the
US and Europe, on the other hand,
operators halted further deployments
due to prohibitive economics,
choosing to concentrate on ADSL and
unbundling. While the US has
recently started seeing another spate
of activity in fiber deployment,
European operators are mainly
focusing on upgrading to ADSL2+.

[1] This configuration can be further classified as Passive and Active Networks. Within passive networks, the speeds supported are typically 30-40 Mbps but recent technology
developments (under a new standard known as WDM-PON) can enable nearly 100 Mbps of symmetrical bandwidth. On the other hand, active networks typically support 100 Mbps
bandwidth, but with changes in the exchange and the Customer Premises Equipment (CPE) these networks can also be configured to support speeds of nearly 1 Gbps
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Figure 1: Comparison of the Main Fiber Architectures

Type

Representation

Description
Fiber is extended beyond the operator’s exchange to a node
usually within 1,500 meters of the customer’s home

Fiber to
the Node
(FTTN)

The node can be in the basement of a multi-dwelling unit (MDU)
or outdoors in the street

,500m
150-1

Copper Links
Fiber

Copper cable is deployed from the node to customer’s home,
running VDSL a or VDSL 2 technologies
A new DSL modem will be required at the home to support
VDSL/VDSL2

MDU

Operators: Belgacom, Belgium; BellSouth, US;
DT, Germany; Korea Telecom

Fiber connectivity is extended all the way to an optical terminal
in the customer’s home

Fiber to
the Home
(FTTH)

Cabinet

Central
Office/
Fiber Backbone
Exchange

FTTH architecture can be ‘Home Run Fiber’, where a dedicated
fiber connects each home to a single port of the optical line
terminal (OLT) at the CO (Central Office)

Fiber Backbone

Home Run Fiber

Central
Office/
Exchange

Fib
er

Node
Last Mile Fiber

Alternatively, the fiber can be shared amongst multiple homes
through a node, which performs switching, multiplexing or
splitting functions

Operators: NTT, Japan; Verizon, US

An optical electrical converter, known as Optical Network
Terminal (ONT), is placed at each customer’s place, which has
standard interfaces for voice telephony and data connectivity
Source: Capgemini TME Strategy Lab Analysis. Note: a. VSDL: Very high bit rate Digital Subscriber Line, VDSL can deliver speeds of up to 55 Mbps. VDSL2: It is an upgrade version of VDSL
and enables up to 100 Mbps speeds in both up- and downlink.

In this section, we explore the status
of fiber deployments across the US,
Asia and Europe and investigate the
reasons why fiber investments are
very different across these regions.

Figure 2: Fiber Subscriptions as a % of Total Broadband Connections

16.6%

2004
Jun-05

13.1%

Fiber Deployments and Uptake
In Korea and Japan, operators have
been laying fiber since 2001 and the
network, mainly FTTN, now passes
70% of homes in Korea and 80% in
Japan. The operators in these
countries have announced further
investments, both to upgrade the
network to FTTH and to increase
coverage. NTT Japan, for example,
plans to invest €37 billion with the
aim of covering 95% of the
population with its FTTH network by
2010. Japan and Korea also lead in
terms of fiber subscribers, accounting
for more than 70% of fiber
subscriptions worldwide in 2005.
Fiber subscriptions in these countries
are growing rapidly with the number
of subscribers doubling in the first
half of 2005 compared to the end of
2004, as illustrated in Figure 2.
Uptake of fiber is overtaking DSL in
these economies: New fiber-based
broadband connections exceeded DSL
connections for the first time in Japan
Insights

9.4%
6.7%

1.3%

1.3%
0.4%

Japan

Korea

Europe

0.9%

US

Source: Capgemini TME Strategy Lab Analysis; IDATE World Broadband Statistics Point Topic, (September 2005).

in Q1 2005, while Korea actually
reported a decline in ADSL net
additions during 2005.
In contrast, only 4% of US
households were fiber-enabled at the
end of 2005. However, large operators
such as SBC-AT&T and Verizon
committed to fiber deployment in
2004–05, dedicating nearly €3 billion
and €7 billion respectively, with the
aim of covering more than 50% of
30

homes in the US with a fiber network
in the next couple of years. The
intensity of the fiber rollout activity in
the US is evident from the increase in
fiber coverage, which grew by 173%
from 1.5 million homes in 2004 to
4.1 million homes in 2005, with
Verizon being the largest contributor,
reaching 3 million homes last year
alone. In light of aggressive fiber
deployment and marketing by the
telcos, the US is experiencing rapid

uptake of fiber. The number of fiber
subscriptions grew by 126% in H1
2005 to 333,000 from 146,000 at
end-2004. The uptake in the US, in
fact, has exceeded the telcos’
expectations. Verizon, for example,
has indicated that uptake of its fiber
to the premise FiOS2 service has
reached 17% of homes within only 12
months of marketing the service—it
had initially set a 5-year target of
reaching 30% of homes. This high
uptake has mainly been achieved by
aggressive pricing and a door-to-door
selling strategy adopted by Verizon to
try to win customers from cable.
For example, in Keller in Texas, where
Verizon debuted its TV service in Q1
2006, Verizon’s offer of $40/month for
its TV over FiOS was far more
competitive than the $55 offered by
the local cable operator, Charter
Communications. In some areas, such
as New York, New Jersey and
Connecticut, Verizon has recently
upgraded its customers from 30 Mbps
to 50 Mbps service without any
change to the monthly subscription
cost to prevent churn to cable.
In Europe, only 2.5% of households
were covered by fiber as of 2005, with
95% of the fiber-enabled homes
concentrated in Sweden, Italy,
Netherlands and Denmark. B2

Sweden and Fastweb Italy were the
early pioneers, launching FTTH
deployment way back in 1999, and
now account for more than 70% of
the subscribers in Europe. However,
no significant further deployment was
undertaken by these operators last
year. Other than these two, most
European deployments are accounted
for by municipalities and local
authorities. In terms of growth, the
coverage increased by a mere 28%
from 2 million homes in 2004 to 2.5
million in 2005, while fiber
subscriptions registered a growth of
only 18% in Q1 2005 over end-2004,
growing from 550,000 to 647,000
homes during the period.
Incumbents (local exchange carriers)
and large operators have taken the
lead in fiber deployment in the US
and Asia in the last few years, with
only muted interest from European
operators so far. However,
announcements on rolling out fiber
networks by DT in Germany,
Belgacom in Belgium, KPN in the
Netherlands and Swisscom in
Switzerland3, together with trials on
fiber technology by FT in France,
possibly herald a sign of changing
times. Figure 3 illustrates these recent
announcements on fiber investments
by major operators across the world.

Figure 3: Targets Announced by Select Operators (% Homes to Be Passed with Fiber)

Target Year

2007

2006

2007

2008

2010

2008

2010

95%
75%

80%

62%
46%

50%

26%

DT Germany
Target Homes
(million)

11

Belgacom
Belgium

2

HKBN
Hong Kong

NTT Japan

SBC US

Verizon US

KT Korea

18

20

12

1.8

47

Investment
Planned

3.3bn

300m

3.4bn

6.7-8bn

N/A

100m

37bn

Technology

FTTN

FTTN

FTTN

FTTH

FTTH

FTTH

FTTH

Source: Capgemini TME Strategy Lab Analysis. Morgan Stanley, Global Telecom Outlook (October 2005).

Reasons for Variations in Fiber
Deployments across Different Regions
European operators have lagged
behind US and Asian operators in
terms of fiber rollout, primarily
because of differences in regulatory
support, local competitive
environment and demand for
advanced services. While in the US
and Asia, the incumbents must rollout
fiber if they are to survive, European
telcos have continued to control the
market, making only a minimal
concession of upgrading their existing
copper network to ADSL2+ to support
higher bandwidths and Internet
Protocol Television (IPTV) aspirations.
In this section, we present the key
factors that have influenced the status
of fiber deployment in the US, Europe
and Asia.
Regulations and Government Support
Government and regulatory support
has played a major role in driving
fiber deployments in different
geographies around the world. In
Japan and South Korea, the
governments are following a “Subsidy
Model” to offset the deployment costs
fully or in part, since availability of
high-speed broadband is viewed as
critical to economic development and
growth. The Korean government has
earmarked €50 bn of public funds to
support deployment of a nationwide
network capable of 100 Mbps speeds
by 2010. Similarly, the Japanese
government offers subsidies and
corporate/property tax incentives to
operators rolling out fiber. The
government may also cover 33% of
fiber installation in some remote
areas. While these policies have
encouraged facilities-based
competition, regulation enforcing
unbundling of incumbent’s fiber
infrastructure has also encouraged
service-led competition.
In the US, however the regulator has
adopted more of a “Protectionist
Model.” The US regulator ruled in
February 2003 that unbundling is not
required if the local exchange carrier

[2] FiOS stands for Fiber Optic Service and is the name of Verizon’s broadband Internet service offering delivered on FTTH technology. [3] KPN has indicated it will allocate €1–2 bn for FTTN/VDSL
rollout to start in 2008, which will take 3–4 years to complete; no details on its proposed coverage are yet available. Details on Swisscom’s plans for fiber roll-out are not currently available.
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Figure 4: Pay-TV ARPU and Penetration
by Region (€/month), 2005

Pay-TV
Penetration
Pay TV ARPU

82%

30%

€37

€23

US

Europe

Source: Capgemini TME Strategy Lab Analysis.

(i.e. incumbent) provides fiber to, or
close to, the home. This ruling was
made to encourage telcos to
undertake the risks related to heavy
deployment, and so allow the
migration from narrowband to
broadband infrastructures. This
decision was the impetus for all major
incumbents to announce aggressive
fiber deployment plans, to fight
competition with cable while still
protecting their massive fiber investments.
In Europe, by contrast, the European
Commission appears to be in favor of
an “Open Model,” where incumbents
will be required to open fiber
networks to the competition. In fact,
while the German government backed
DT for protecting its upcoming fiber
investment of €3 billion across fifty
cities, the European Commission has
threatened to start infringement
proceedings against Germany if the
proposed draft of regulatory changes
is passed by the German parliament.
The European Commission is
currently reviewing the regulatory
frameworks, but clear direction is
expected only by end-October 2006.
DT has announced that it is awaiting
regulatory assurance for protecting its
fiber investments from unbundling
and until then it will carry out
deployments in only ten cities in
2006, spending €500 million4. In
other parts of Europe, governments
are supporting fiber build-out by

municipal corporations across various
countries, but there are no clear
incentives or support for incumbent
deployments.
So, while operators in Asia and the US
are making rapid strides in rolling out
fiber with the assistance from the
regulatory and government bodies,
municipal deployments are headlining
European fiber activity and, with the
exception of select operators, most
European telcos are continuing to
focus on leveraging their existing
copper investments.
Competition in the Broadband Market
Competition is playing a big role in
pushing incumbents to deploy fiber in
the US. Cable networks in the US
have significantly eroded telco market
share and have cornered nearly 60%
of the market. This is due mainly to
their ability to provide high-speed
access of up to 10 Mbps, plus triple
play services. In contrast, telcos with
their DSL networks, have an access
infrastructure of long copper loop
lengths averaging 5 km, which cannot
support more than 3 Mbps bandwidths
and so cannot compete with triple
play services. Incumbent operators
such as AT&T-SBC, Verizon and Bell
South are, therefore, aggressively rolling
out fiber to stay in the reckoning and
stem the line losses to cable competition.
Access to open networks in Korea,
and strong regulatory policies on
unbundling in Japan, have created
aggressive competitive environments
in these countries. In Japan, for
instance, there were 495 players
offering broadband services as of June
2005. This competitive scenario has
severely impacted incumbents’ market
share (including retail and wholesale),
which was down to 36% and 50% in
June 2005 in Japan and Korea
respectively5. The telcos are, hence,
deploying fiber to compete on speeds
rather than price. Both NTT Japan
and KT Korea are investing heavily in
fiber to protect their market share and
increase revenues by providing a
range of advanced data services.

In Europe, however, cable broadband
competition is comparatively less
aggressive than the US. Despite
unbundling, incumbents have been
able to retain more than 60% of the
share of broadband connections (both
retail and wholesale DSL). For
example, as of the end of 2005,
Deutsche Telekom had 74% market
share in Germany, BT’s share was 71%
in the UK, while FT had 66% share in
France6. Moreover, since the average
copper loop lengths in Europe are
shorter than 3 km, many operators
are upgrading to ADSL2+ to support
triple play. This explains the relative
lack of interest by European
operators, so far, towards fiber
deployments, as they have continued
to leverage their existing copper assets
rather than trench fiber closer to the
home. However, as competitive
pressures increase and incumbents’
market share erodes fast, the need to
innovate on services and provide a
rich and bandwidth-intensive
experience is putting fiber on the
roadmap of many operators.
Demand for Advanced Services
IPTV and multi-room TV viewing,
High Definition TV (HDTV), and
peer-to-peer (P2P) applications such
as gaming and exchange of video
content are driving demand for more
bandwidth in the US and Asia. In
Europe, however, the uptake of such
services has been tepid. For example,
in 2005 the penetration of HDTV sets
(which mandates significantly higher
bandwidth compared to standard
IPTV service delivery), was just 1% in
Europe, compared to 14% and 17%
in Japan and the US respectively. Just
under 1 million of BSkyB’s users
subscribe to its multi-room
subscription service out of its total
base of 7.7 million pay-TV
subscribers. Additionally, pay-TV’s
average revenue per user (ARPU) and
penetration is much lower in Europe
as compared to the US, offering a
lower revenue incentive for operators
to invest significantly in fiber for
supporting triple play plans. As a
result, European operators are keener

[4] Source: Telecommunications Online, “FTTx Roadblocks in Europe”, (1 June 2006). [5] Source: IDATE, DigiWorld (2006). [6] ECTA Broadband Report, (Q4 2005).
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Figure 5: % of Homes Reached and Maximum Download Speeds Available on the
Copper Loops within Specified Distance from the Exchange7
10 Mbps with
ADSL2+

Italy

95%

Netherlands

84%
79%

76%

20-25 Mbps
with VDSL2

65%

42%

38%

UK
Germany

42%
50 Mbps+
with VDSL2
21%
7%

<3 Km

<1.5 Km

10% 10%

<0.5 Km

Source: Capgemini TME Strategy Lab Analysis; UBS Report, European Telecom and Media (May 2006); Analysis Report for
Department of Trade and Industry, Sophisticated Broadband Services (11 June 2005)

to extend their existing copper assets
rather than invest massively in fiber
deployments.
Figure 4 illustrates comparative payTV penetration and ARPUs for the US
and Europe.
In summary, the move towards fiber
in the last mile has been driven by
regulatory initiatives and incumbents’
desire to combat competition in the
broadband market by developing
capability to offer higher speeds and
advanced services. While government
support as well as tough competitive
dynamics has led to fiber rollout by
telcos in the US and Asia, an unclear
regulatory environment and return on
investment (ROI) have, so far, delayed
fiber rollout in Europe.
Is Fiber in the Last Mile Needed
in Europe?
In recent years, European operators
have seen a rapid growth in the
broadband market, especially with
increasing competition from
unbundlers. The competitive equation
is also shifting from price to services,
with many unbundlers taking the first
step into offering video and IPTV
services. As the market makes further
strides, and operators offer the
capability to support many more

advanced services, European telcos
need to evaluate if their existing
copper assets will help them meet
these aspirations, or if fiber
investments are necessary.
We analyze whether technological
developments will enable further DSL
extensions without investing in fiber,
or if fiber in the last mile is inevitable.
Supporting Triple Play
One of the key factors for operators in
deciding whether to extend fiber
beyond the exchange is the
bandwidth demand for triple-play
services. Another important factor is
whether the current copper access
infrastructure can be upgraded to
support triple-play services, at least

for the next few years. In this section
we give details on the bandwidths
required for supporting triple play,
which should help operators in
reaching their decision.
A single IPTV stream, using MPEG-4
compression, requires 2 Mbps
bandwidth, while for HDTV, the
bandwidth requirement shoots up to
6–8 Mbps. Assuming another 4 Mbps
is needed for Internet and voice over
Internet protocol (VoIP) use, this
means operators will need to ensure
bandwidth availability of 10–12 Mbps
to a customer’s home to support
triple-play service offers (which
include a single stream of HDTV).
This type of bandwidth requirement
can be supported for the majority of
Europe’s population with an upgrade
to ADSL2+. For example, 95% of the
population in Italy, 76% in Germany,
79% in the UK and 84% in the
Netherlands have copper loop lengths
of less than 3 km from the exchange
and can be addressed with speeds of
>10 Mbps with ADSL2+.
However, as soon as we start
contemplating higher Internet access
speeds and more advanced triple-play
offerings to support multi-room
HDTV viewing, the situation for the
existing copper access infrastructure
becomes untenable. So while the
current bandwidth demand by
European consumers is relatively
modest and operators are able to meet
it rapidly with ADSL2+ upgrades,

“

Telcos will increasingly
come under pressure to
upgrade their networks to
ensure they PROVIDE SUFFICIENT
BANDWIDTH TO OFFER A COMPETITIVE
ARRAY OF SERVICES.

”

[7] Note: Population coverage for copper loop lengths of less than 1.2 Km is 38% for the Netherlands and is assumed to be 42% for less than 1.5 Km.
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future demand could make this
scenario unsustainable. HDTV
penetration is expected to reach 30%
of the households in Europe by 2009,
and with NTL and Sky releasing their
HDTV line-up in H1 2006, it is time
that telcos geared up to meet competitive
pressures. Moreover, countries such as
the UK, France and Germany have an
average of two TV sets per home,
which presents a huge opportunity to
push multi-room viewing and drive
up revenues. In fact, BSkyB is
aggressively pushing multi-room
subscriptions in the UK, with customers
nearly doubling from 473,000 in
2004 to 906,000 by end-2005.

consideration are gaming and P2P
applications such as conferencing and
sharing of video content. These
services impose a higher bandwidth
requirement on the uplink, which will
be difficult to support on DSL over
long distances. For example, ADSL2+
and VDSL2 can only support 1 Mbps
on the uplink for a distance of 3 km
from the home. This translates to
nearly 15 minutes to upload 100 MB
of data (for example, to load a 5-

Figure 6: Comparison of Cable Broadband Reach and Status in Select European
Countries, 2005
86%

Therefore, HDTV and multi-room
viewing will push the bandwidth
requirement closer to 12–16 Mbps
and with higher speed 8 Mbps
Internet access connections, operators
will need to provide links of up to 25
Mbps to customer homes. For a large
part of the population this cannot be
supported over the current copper
loops, even with an upgrade to VDSL2,
as that can support such speeds only
to households located less than 1.5
km from the exchange. This means, in
fact, that VDSL2 will help to cover
only around 40% of the population in
the UK and Germany (see Figure 5 for
a comparison of population coverage
for copper loop lengths for various
countries in Europe).
Countries such as Italy and Spain are
the exception within Europe, as they
will still be able to leverage the existing
copper infrastructure when providing
faster links to customer homes, as
nearly 60% of their populations are
located within 1.5 km from an exchange.
But to deliver the bandwidths
mandated by HDTV and multi-room
TV viewing across a wide swathe of
the population in many of the other
countries in Europe, telcos will need
to push fiber deeper in the last mile.
Supporting Services Requiring Higher
Upload Speed
In addition to IPTV, other revenuegenerating services that are under
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Source: Capgemini TME Strategy Lab Analysis; UBS Report, European Telecom and Media (May 2006)

minute video clip on YouTube, which
gets nearly 20,000 new videos a day).
Fiber, on the other hand, enables
much higher speeds in both the
uplink and downlink. If operators are
able to push fiber to even within 1 km
of the home and deploy VDSL2 on
the copper interface, they can support
an uplink speed of 10–20 Mbps. This
goes up to 100 Mbps when fiber is
deployed very close to the building or
at the curb within 0.3 km from the
home, even while using VDSL2 over
the copper wiring within the building.
Services such as online gaming, video
conferencing and video sharing are
experiencing keen consumer interest.
For example, recent surveys indicate
that 35% of Internet users have
posted content online, while sharing
videos, photos, stories and artwork
are among the most popular activities

and have been conducted by 26% of
Internet users in the US8. This
will impose a higher requirement on
the uplink, which has so far been
ignored by operators.
Meeting Competitive Pressures
While cable broadband has not so far
thrown up significant competition to
broadband DSL in Europe, the future
landscape is not so safe for telcos.
Cable operators have upgraded their
networks and in countries such as the
Netherlands, Switzerland and
Belgium, cable can address broadband
and TV requirements to more than
70% of homes. In fact, in these
countries, cable’s share of net adds in
2005 exceeded 30%, while the market
share exceeded 35%. The UK is also
potentially at risk with cable
broadband reaching 56% of
households, gaining a market share of
27% and cornering 19% share of net

[8] Online content creation data is drawn from the Pew Internet and American Life Project’s December 2005 survey of 3,011 adult Americans.
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demand and multi-room viewing, the
telcos will increasingly come under
pressure to upgrade their networks to
ensure they provide sufficient
bandwidth to offer a competitive array
of services.

adds in 2005. Figure 6 gives details
on countrywide comparison of cable
status in Europe.
While incumbents in France and
Germany are at much lower risk from
cable broadband, unbundlers are
however posing a potential threat in
these countries. DT, for example,
experienced accelerating line losses,
which increased from 2.7% to 4.1%
in 2005. Local loop unbundling is
proving to be popular in France too,
and unbundler Free claims that an
independent study showed that less
than 8% of its customers plan to
change their broadband service
provider, compared to nearly 50% for
Wanadoo9. Such competitive pressures
make it even more necessary for telcos
to focus on providing increasing value
to the customer through higher
speeds and services. Fiber access
networks will have a crucial role to
play in this.
Satellite players are also moving into
broadband to offer triple play, as
indicated by the recent acquisition of
Easynet by BSkyB, and this could
herald a new wave of competition for
telcos. In July 2006, BSkyB launched
a free broadband offer to its TV
customers. While the offer may imply
lost revenues for Easynet, it may boost
revenues and profitability in the long
run by reducing churn rates. This will
further pressurize the telcos to deliver
triple play in order to stem line losses.
And with both cable and satellite
players also enhancing their TV
offering to include HDTV, video-on-

Last, but not least, citywide fiber rollout by municipalities and utilities in
Amsterdam, Paris and Vienna, and
many other cities across Europe,
could potentially shift the balance of
power away from incumbents to
alternative service providers. Such
rollouts, based on an open access
model, are occurring in highly
populated cities. They offer an
alternative to unbundling for
competitive service providers and
could further accelerate line loss for
the incumbents. Thus, in order to
compete effectively, deploying fiber in
the last mile is firmly on many
incumbents’ agendas.
Regulatory uncertainty is deterring
telcos from undertaking massive
investments in fiber in the last mile.
But even if regulators mandate for the
unbundling of fiber, European telcos
should still be considering fiber in
their investment roadmap now, to
meet potential competition from cable
and satellite players. Moreover,
municipal open access fiber projects
in key cities will soon present a
potential threat, since competitive
DSL providers will be able to develop
an edge over the incumbents in
offering higher speed broadband and
services. In terms of advanced service
uptake, even if Europe has so far
lagged behind the US and Asia,
services such as HDTV will be more
entrenched by 2010, with HDTVready households climbing from 1%
in 2005 to nearly 30% by that date.
BSkyB, in fact, identifies HDTV as a
key factor in its quest to reach 10
million subscribers by 201010. Since
fiber projects are slow going, and
nationwide deployment can typically
take 3–5 years for completion, telcos
need to start undertaking at least

[9] Source: Light Reading, Iliad Profits from Triple Play (15 March 2006). [10] Screen Digest (March 2006).
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limited roll outs now in order to gear
up for the future. Operators can
gradually scale up their rollout,
targeting primarily urban and densely
populated areas in the immediate term,
due to more assured revenue prospects
and also lower deployment costs. An
upgrade to ADSL2+ may suffice for
addressing the larger population.
Should European Operators
Deploy FTTN or FTTH?
In the previous sections we have
analyzed the rationale for rolling out
fiber in the last mile. The question to
address now is whether operators
should completely replace their
copper infrastructure with fiber to the
home, or still look at a hybrid
fiber/copper infrastructure in the last
mile. Given that the hybrid copper/fiber
infrastructure (FTTN) can support
nearly 50 Mbps speeds on copper
loops that are 1 km from the node,
and as much as 100 Mbps for distances
of up to 0.5 km, we think that
bandwidth itself does not seem to be
the issue, but rather the argument
rests on the relative costs of deployment
and maintenance. In this section, we
evaluate the relative deployment costs
for FTTN versus FTTH in both
overbuild scenarios and greenfield.
Overbuild Scenario
The cost of fiber deployment all the
way to the home is substantially
higher than extending fiber to an
intermediate point between the home
and the local exchange. AT&T/SBC
estimates FTTN deployment cost per
subscriber to be just $250, which is less
than one fifth of the FTTH deployment
cost of $1,350 per subscriber.
The lower costs of rolling out FTTN
over FTTH can be attributed to the
use of existing copper ducts, together
with established rights-of-way to
existing field cabinets and nodes
(currently housing copper equipment
and electronics) plus complete re-use
of copper already laid out to the home
in the very last mile. Moreover, in
addition to saving on the cost of
trenching in the very last mile to the

“

European telcos should still
be considering fiber in their
investment roadmap now, TO

MEET POTENTIAL COMPETITION

”

from cable and satellite players.

Figure 7: Per Subscriber Capex and Opex for Different Architectures and
Deployment Scenarios (€)
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home, FTTN also enables faster timeto-market since no new permissions
or re-wiring are required within the
homes and buildings. AT&T/SBC, for
example, estimates that FTTN rollout
takes a quarter of the time required
for an FTTH rollout.
While the capex argument is clear for
FTTN versus FTTH, when we
consider opex costs, the latter wins
hands down. For example, SBC’s opex
per FTTN link is estimated to be
nearly 50% higher than Verizon’s
FTTH connection. Lower opex for
FTTH emerges from the advantages of
using passive fiber network
technology, where operators do not
need to place any active electronics in
the field. FTTN, by comparison,
requires powering and electronics at
the fiber nodes in the field, leading to
higher operating and maintenance
costs. However, despite taking the
opex savings into account, the FTTN

capex advantage is hard to overcome
in the overbuild scenario.
A break-even analysis conducted by
Capgemini indicates that in an FTTH
build-out, an operator will recover its
costs within 6 years of operation,
while the break-even period for FTTN
is much lower at only 3 years. This
analysis considers a take-up rate of
15% in the first year of operation,
increasing to 40% in 6 years. A 5050% mix of dual play and triple play
service uptake, with respective ARPUs
of €40 and €55 are also assumed11.
Overall, the analysis substantiates that
FTTN is a safer choice for operators,
spelling quicker and cheaper rollout,
leading to faster payback on the
investments. Moreover, since FTTN
will be able to provide substantial
bandwidth to meet the upcoming
requirements in Europe, it will also
entail a lower risk strategy for operators.

Moreover, FTTH’s opex savings
argument means that operators’ total
outlay will be much lower than for
FTTN, making the former the clear
choice for new build areas. Figure 7
illustrates a comparison of FTTN
versus FTTH capex and opex costs for
greenfield and overbuild scenarios.
Overall, fiber deployment is likely to
gain maximum traction in densely
populated urban areas. The magnitude
of trenching fiber in these areas will
obviously be much lower than that
required in rural tracts to reach just a
cluster of homes. Moreover, such
urban areas are also likely to have a
more mature broadband market,
which will translate into a faster
uptake of fiber connections and tripleplay services, and so into a faster
payback for operators.
We conclude that taking the costs of
deployment into account, operators
will require significantly lower
investments in rolling out FTTN as
compared to FTTH in those areas
where they already have their copper
infrastructure in place. Since FTTN
can also be rolled out faster than
FTTH, it will help operators cover
ground quickly and roll out their

[11] Dual play includes broadband with VoIP and public switched telephone network (PSTN) voice, while triple play further includes TV services. We have conservatively assumed triple-play
ARPU to include broadband and VoIP plan for €30, €15 for PSTN voice and €10 for a pay-TV package. We have assumed a triple-play take-up rate of 50%, although some operators are
experiencing even higher rates; for example Verizon has experienced 80% of its fiber customers in Texas taking the full triple-play service.
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triple-play services with wider
population coverage. In new build
areas, however, FTTH is the obvious
choice, especially with optical
electronics and fiber costs converging
to copper levels and clear opex savings.
Conclusions
Incumbents across Europe are losing
access lines to competitive service
providers and need to shift the
equation from pure price competition
to service innovation. This is
influencing the move to TV and triple
play, as operators grapple to reduce
churn rates. This, in turn, requires the
telcos to upgrade their networks to
support higher bandwidths. But even
with technology advancements on
DSL, the limitation of copper to
support high speeds over large
distances remains an issue. With the
prospect of high-speed Internet access
to the tune of 10 Mbps+ becoming
increasingly common, as well as an
increasing focus on HDTV, the
European broadband scene needs to
undertake faster strides to dig fiber
deeper into the last mile.
However, European operators need to
take into account the possibility of
regulation mandating unbundling of
their fiber investments. This prospect
spells heavy risks for fixed-line
operators who agree to undertake
heavy fiber investments, but will still
continue to face competitive
pressures. In the light of emerging
competition from municipal fiber
deployments, and cable and satellite
players, as well as future bandwidth
demand mandated by increasing
interest in advanced services such as
HDTV, telcos cannot delay putting
fiber on their roadmap now. They
should consider FTTN-type
deployments, which will require lower
investment and so mitigate some
investment risks from unbundling.
They should also plan a gradual
rollout, focusing on urban and
densely populated cities in the
immediate term, while upgrading
remaining areas to ADSL2+.
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Other than regulatory uncertainty,
operators will also face challenges in
driving returns on their fiber
investments in the face of wellentrenched cable and satellite TV
operators, as well as lower video
revenues in areas with poor pay-TV
penetration. Countries such as the
Netherlands, Belgium and
Switzerland, for instance, seem to
offer a prime opportunity for fiber
deployment, owing to high pay-TV
penetration of over 90%. However,
cable broadband in these geographies
is also extensive, reaching more than
70% of homes. Operators in such
countries will have to battle with wellestablished cable operators, who have
expertise in running TV services as
well as offering broadband.
In other well-penetrated pay-TV
countries, such as Germany and
Sweden, while the cable broadband
reach is less than 30%, operators still
need to gear up for developing a
compelling content strategy. This may
entail heavy investments in premium
content acquisition, which will be
especially hard to justify when the
IPTV platform is still in its nascent
stage. Even if the operators choose to
go the route of joint partnerships, this
will mean significantly lower margins
on their TV services and hence, lower
returns on fiber investments.
In countries such as Italy and Spain,
with less than 20% pay-TV uptake,
telcos will have to focus initially on
providing just the basic TV services.
This will mean lower triple-play
revenues, and operators will, instead,
need to focus on increasing market
share from broadband and
reducing churn to leverage
their fiber infrastructure.
In conclusion, while
Europe has lagged
behind the US and
Asia in fiber
investments so far, it
is time for the
operators there to sit
up and take notice.
Operators will continue to
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face intense price competition on
plain access, along with line losses to
unbundlers and cable competition.
Pushing fiber closer to the home will
help telcos to launch triple play and
advanced services across a wide
proportion of the population, which
could help them drive higher ARPUs,
as well as reduce churn. Operators
can choose the FTTN rollout strategy
for trenching fiber deeper into their
network, which needs lower investments
than FTTH while ensuring sufficient
bandwidth to meet upcoming demand
from IPTV and HDTV.
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Inbound Customer Marketing:
Driving New Rules of Marketing in Telcos
by Chris Jeffery & Priya Mehra
Abstract: Marketers are faced with the declining effectiveness of traditional communication mechanisms such as TV advertising and
email. Inbound Customer Marketing (ICM) presents a sales opportunity to target customers when they initiate the contact with the
company themselves. Capgemini and SSA Global commissioned a primary survey in December 2005 with CIOs/CTOs of 20 European
telecom companies to study the use of ICM tools and their efficiency. Capgemini’s TME Lab Strategy Lab analyzed the results to
understand the status of ICM adoption as well as the degree of sophistication of ICM tools used across various channels. Our analysis
revealed that while many telcos surveyed had rolled out ICM and had also adopted advanced mechanisms to make targeted offers,
they need to take the next step to a multi-channel, integrated and real-time ICM implementation.
Consumers today are deluged with
advertising messages promoting an
ever increasing choice of products and
services via a growing number of
marketing channels. Recent estimates,
for example, indicate that a consumer
now encounters nearly 3,500–5,000
marketing communications a day
compared to 500–2,000 messages
back in the 1970s1. As the advertising
clutter grows and the battle for
consumer attention escalates,
marketers face declining effectiveness
of marketing communication as well
as increasing customer dissatisfaction
with the relevance of ad messages.
Recall rates of TV advertising, in fact,
have fallen to less than 10% from a
high of 40% in the 1960s2. A North
American survey also indicated that
59% of respondents felt that the ads
have very little relevance3. Consumers,
on their part, have started exercising
options such as subscribing to “Do
Not Call” lists or installing email spam
filters to block out unsolicited
marketing, which is also set to impact
the success of advertising and
outbound campaigns.
In this environment, Inbound
Customer Marketing (ICM) presents a

sales and marketing opportunity for
companies to target customers when
they initiate contact themselves at
various touch points. While telcos
have been selling to customers on
inbound channels for years, the
difference now is the increasing
complexity of identifying the best
thing to say to the individual customer
in light of the large number of products
and bundles to choose from. Operators,
hence, need to re-assess how ICM fits
into their overall Marketing and
Customer Service strategy, deploy
tools that can help them develop
insights into customer behavior and
preferences, and undertake effective
operational deployment to deliver
measurable benefits.
In May 2005, Capgemini and
Epiphany (now part of SSA Global)
commissioned a survey to assess ICM
implementation across industry
verticals in the UK. The research
revealed that telecommunications has
leapfrogged other sectors in terms of
ICM usage. Capgemini and SSA
Global commissioned further primary
research in December 2005 with
CIOs/CTOs of twenty European
telecommunications companies to

review ICM adoption. Based on this
study, Capgemini’s TME Strategy Lab
evaluated the extent of ICM usage and
sophistication amongst these telcos, and
what they need to do to realize the
full benefit from their ICM initiatives.
What is Inbound Customer
Marketing?
Inbound Customer Marketing is the
practice of offering a targeted product,
service or communication when the
customer initiates an event, such as
contacting the call center or retail
store, visiting the website, or roaming
abroad. The customer-initiated
interactions present a marketing
avenue for companies to make
cross/up-sell or loyalty offers and
drive an increase in revenues or
reduce customer churn.
An ICM capability can be developed
at different levels of sophistication, as
shown in Figure 1. Basic ICM
implementations tend to be driven by
business priorities such as discounting
high inventory products or promoting
new service launches. These offers are
marketed to all customers and lack
personalization to an individual’s
needs, such as “offer of the day”

[1] “Advertisers Forced To Think Way out of the Box”, USA Today, 19 June 2005. [2] “Left Brain Marketing Planning”, Forrester, May 2005. [3] “The Hardest Hard Sell”, The Economist, 24 July 2004.
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promotions. More advanced
mechanisms, however, capture
customer information on parameters
such as needs, lifestyle and
preferences and conduct in-depth
analysis to generate insights. Such
sophisticated ICM deployments also
use predictive modeling to anticipate
customers’ propensity to purchase or
churn, and use real-time learning
algorithms to take into account the
most recent interactions to present
personalized offers, thus ensuring a
higher chance of success. In some
cases, separate applications are
implemented across various channels
that lack common decision logic,
whereas in the more advanced
implementations, ICM is integrated
across channels to ensure a consistent
marketing approach.
In the subsequent sections we will
explore the level of ICM adoption
across various inbound channels
amongst European telcos, the type of
tools that they have deployed and the
typical benefits realized by the operators.
ICM Adoption Status within
European Telcos
Inbound customer channels are
increasingly emerging as a viable sales
channel to cross/up-sell or make
retention offers. Telecommunication
service providers are well positioned
to exploit this trend since the

frequency of customer contact is
relatively high across various channels
for activities ranging from payment to
new product/service information
requests. Also the range and
complexity of offers to customers
tends to be high, so that ICM tools
that can assist in determining the
“best” offer for an individual customer
will help to increase marketing
effectiveness and success.
In this section, we evaluate the status
of ICM adoption and the level of
sophistication of the telcos in using an
integrated, multi-channel ICM
implementation approach, ensuring
real-time customer information
capture and visibility, and employing
customer-centric segmentation,
predictive analytics and real-time
decision-making tools.
Status of ICM Adoption
Our survey results indicate that 80%
of operators have rolled out ICM with
the focus clearly towards the call
center, whilst only 25% and 21% of
the telcos confirmed deployment on
the retail and Web channels
respectively (see Figure 2, overleaf).
Only 40% of the surveyed telcos have
implemented ICM in more than one
channel and none have yet deployed
it across all the inbound channels
included in the study (call centers,
branch network, and website).

Figure 1: ICM Implementations Vary in Sophistication
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However, 56% and 58% of the
operators surveyed indicated they
have ICM pilots underway on the
retail and Web channels respectively.
Level of ICM Sophistication
Whilst our survey revealed that ICM
implementations on various inbound
channels are on the increase, we also
examined the level of sophistication of
the ICM deployments underway. To
determine the extent to which the
operators are equipped to tailor offers
to individual customer needs, we
investigated the level of multi-channel
support and integration, and the use
of customer-centric segmentation and
offer calculation using business rules,
predictive modeling and real-time
learning tools.
The survey results disclosed that
nearly 38% of operators still use
home-grown systems, whilst another
13% have no systems in place to
support ICM across customer touch
points. Home-grown systems are
likely to have shortcomings in terms
of lack of best-of-breed features and
functionality compared to available
commercial applications. Moreover, as
operators deploy ICM across various
channels, adaptation of these homegrown systems to the different
channels will become more
complicated and time consuming.
Operators with a single commercial
application, on the other hand, will be
better positioned to ensure a faster
ICM deployment as well as a
consistent multi-channel marketing
approach. Planned functionalities of a
commercial product will also help
operators to upgrade and enhance
their systems to realize higher
business returns.
In terms of synchronization of
inbound and outbound campaigns,
56% of the telcos indicated that they
did not link the two. Such integration
can enable operators to run co-ordinated
multi-stage campaigns to be conducted
across outbound and inbound channels
where more than one contact is needed
with a customer to achieve the desired
result. For example, companies may
realize higher success rates if they

Figure 2: ICM Roll Out for Various Channels (% of European Telcos Surveyed)
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Figure 3: Use of Sophisticated Methods to Determine Customer Offer
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target customers with mailings
detailing features and benefits for
products they inquired about on the
phone or looked for on the website.
Overall, while telcos are picking up
pace in rolling out ICM across various
channels, they have yet to focus on
ensuring an integrated, multichannel approach.
Of the telcos surveyed, 80% indicated
that they have data warehousing in
place, and 90% have either built a
Insights

“single view of the customer” to
support customer service delivery
or they plan to build one.
An ICM solution that attempts to
match offers to customers requires an
extra level of data integration. The
challenge is to identify the data
needed to support the desired inbound
marketing campaigns, and to make
the data available with appropriate
levels of freshness, quality and
consistency. Whether data is required
to be available in real-time or not
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Most segmentation efforts by
companies focus on customers’
product-related usage and basic
demographic parameters. However,
such segmentation can prove to be
inadequate in light of changing
customer profiles and needs, and may
lead to missed opportunities. For
example, if a company were to court
customers based only on current
usage and revenue generated, they
would miss an opportunity to develop
segments that may eventually turn
into wealthy, profitable customers. A
case in point is RBC Royal Bank,
which analyzed its 18–35 age group
customer profiles to identify subsegments such as student medical
professionals that have a strong
potential to grow. The bank then
developed a program to address the
needs of these sub-segments with
products such as student loans and
mortgages for first offices. The result
was a market share increase from 2%
to 18% in these segments.
Our survey results suggest that most
operators continue to use businessrelated metrics such as revenue and
profitability to qualify their customer
base rather than customer-centric
parameters such as lifestyle, future
potential and behavior. Yet customer
need and behavior-focused segmentation
can help telcos develop deeper
customer insights and more appropriate
products and offers, leading to higher
uptake and offer acceptance.
Operators can also consider dynamic
segmentation, which takes into
account real-time information and

behavior of the caller, to present
targeted offers. This can help address
issues related to outdated data and
insights with a system that can enable
dynamic re-classification of the
customer and revision of offers based
on current behavior and preferences.
In contrast to “offer of the day”
campaigns, which are based on
business priorities, the more advanced
ICM solutions attempt to select the
most appropriate offer to make to a
customer based on business rules
applied to customer data. Such ICM
solutions and tools can take into
account a large number of offers,
apply complex rules and scoring
criteria, and use data from various
sources to make the offer selection,
enabling better and more consistent
targeting. Moreover, with automated
scripting of offers, new call center
agents can be trained more quickly in
the use of ICM, and new offers can be
rolled out rapidly.
Operators can use business rules
based on simple customer indicators
such as profile, usage and history or
more advanced techniques such as
predictive analytics. Predictive
analytics involves statistical modeling
of customer propensity to behave in
certain ways—for example to churn
or to buy a service if it is offered—
based on historical data. It can
improve offer targeting effectiveness
significantly by helping operators
anticipate which customers may
churn and why, and identify likely
buying triggers for various groups of
customers. O2 Ireland, for example,
was able to reduce pre-paid churn to
single figures for target groups through
the combined use of predictive
analytics, ICM and outbound
campaign management4.
The survey revealed that use of simple
techniques such as “offer of the day”
is far lower amongst telcos as
compared to methodologies such as
business rules and predictive
analytics. Only 25% and 10% of the
operators surveyed are using “offer of

“

Real-time
marketing helps
to react to
changing customer
requirements and
makes each INTERACTION

”

A BUSINESS OPPORTUNITY.

the day” techniques in their call
centers and Web channels
respectively—compared to more than
60% using business rules based on
customer indicators (see Figure 3).
Even predictive modeling was used by
50% of telcos surveyed in their call
centers and by 30% in the Web. On
the retail channel, 43% of operators
professed use of “offer of the day,”
business rules and predictive
analytics. However, since many
operators continue to use businesscentric segmentation parameters, the
customer data points used to develop
business rules may not yield the best
results. Hence, operators may need to
re-look at their analysis and insight
development processes to enable full
benefit from use of the more
sophisticated ICM tools.
Use of business rules and predictive
analytics enables “pre-scoring” of the
customer offers such that the best
offer for each customer is calculated
in advance and stored in a data table,
which is referred to when the
customer makes contact. Layering
real-time learning algorithms on
predictive analytics and rules-based
offer calculation can enable dynamic
changes of customer attributes based
on the most recent, up-to-date

interaction across any channel. Use of
these real-time tools can help the
channels react to changing customer
requirements by providing appropriate
prompts to the agent, taking into
account the most recent customer
data and making the interaction an
informed discussion of the customer’s
situation and less of a “hard sell.” For
example, a small business customer
contacting the call center regarding
security concerns for the company
Internet access can be offered
managed security services by the
operator. This offer might otherwise
have required a lengthy and timeconsuming exercise by the sales force
to identify the right person to contact,
book an appointment and then sell
the concept to the customer.

Our survey revealed that 50% of
operators who have deployed or are
piloting ICM use real-time learning
algorithms on the website, and 44%
in call centers. The fact that only 14%
use or plan to use them in retail stores
may reflect the operational conditions
in this channel.
Most telcos have implemented or are
in the process of implementing ICM.
Many are deploying advanced tools
and techniques such as offer-based

[4] O2 Ireland, “Realizing the benefits of best of breed real time marketing solutions”, case study, 3GSM World Congress Barcelona, February 2006
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decision engines, predictive modeling
and real-time learning algorithms.
However, a large number have yet to
invest in advanced ICM tools and
multi-channel integration, which would
enhance the performance and flexibility
of their inbound marketing campaigns.
Benefits from ICM
ICM can target some of the biggest
business challenges telcos are facing
today, such as high customer churn,
long time-to-market for new offers
and low ARPU. Customers can be
approached with the right message at
the right time suitable to the channels
through which they choose to make
contact. A customer may initiate an
inquiry, lodge a complaint or start
researching a service they are interested
in. At this time a personalized,
relevant message can be communicated,
ensuring a high chance of success.
In this section, we focus on the
benefits that telcos are reporting from
their ICM deployments.
Churn Reduction
Churn reduction is a hot topic for
telcos as many operators are
struggling with growing churn rates,
typically of 20–30% in Europe.
Orange UK, for instance, saw its
annual churn rate leap from 11.6% in
2001 to 26.9% in 20055. Therefore,
identifying and acting upon highchurn–prone customers is one of the
most important activities of telcos’
customer relationship management
teams today. Even a slight decrease in
churn could mean significant revenue
and cost benefits.
With the help of predictive analytics,
high-churn–prone customers can be
identified. Companies can then link
this information to the CRM system
interface so that sales and customer
service agents are informed when

such customers initiate contact. They
can then proactively offer a suitable
retention offer to a customer. If a
rules-based decision engine is in
place, then a retention offer tailored to
the specific usage pattern, needs and
circumstances of that customer may be
popped up to the agent automatically.
As part of the focus on retention, ICM
rollout has already helped some
operators reduce churn. Vodafone
Greece reduced customer churn by
7% in 12 months6 for example, whilst
TDC, Switzerland experienced a 26%
increase in retention7.
Higher Sales Conversion Rates
Inbound marketing also helps
operators improve revenue by
presenting appropriate up/cross-sell
offers to customers. Our survey results
reveal that 44% of the operators with
ICM in use or piloting are obtaining
average sales offer conversion rates of
over 21% in call centers (see Figure 4).
A few also achieved offer acceptance
rates of over 40%; for example, O2
Ireland has quoted average offer
acceptance rates of 50%. In
comparison, typical response rates are
1–2% for direct mailing promotions
and less than 6% on outbound
telemarketing campaigns8.
Call center acceptance rates tend to be
higher than those in retail stores. Sales
conversion rates over the Web are
lower, probably due to the absence of
personal interaction with people.
The survey results indicate that
operators achieving higher sales
conversion and offer acceptance rates
are more likely to use sophisticated
methodologies such as targeted offers,

analytics and learning algorithms. For
example, all the operators who are
realizing >20% sales conversion rates
or >40% offer acceptance rates in call
centers use targeted offers. However,
amongst the group of operators
experiencing <20% offer conversion
rates or <40% offer acceptance rates,
only 50% use this methodology
indicating that the rest are still using
simpler mechanisms such as “offer of
the day.” Similarly, 67% of the
operators realizing higher benefits use
analytical modeling while only 33% of
operators use this methodology
amongst the group realizing lower
conversion rates.
In summary, ICM implementations are
yielding benefits for telecom operators
both in terms of churn reduction and
as an effective sales avenue. Even
those operators still at the stage of
driving marketing messages over the
inbound channels using basic
business rules and customer profiles
are seeing a distinct uplift in offer
acceptance rates compared with
typical outbound channels. However,
it is the operators that have migrated
to sophisticated ICM solutions that
are experiencing substantial benefits.
Recommendations
Operators’ investments in ICM have
started to pay dividends in terms of
decreased churn and high sales
conversion rates. However, many
telcos are in the initial phases,
concentrating only on one or two
channels and still relying on relatively
unsophisticated methods.
We recommend that operators
approach ICM deployment in distinct
phases (see Figure 5) as part of a

[5] The Mobile World Database, February 2006 [6] Business Wire, “Vodafone Greece Reduces Customer Churn by 6.7 Percent in 12 Months”, 27 January 2003. [7] IDC, “Sunrise Case
Study: Accelerating the Marketing Process”, February 2005. [8] ConsumerWatch survey by Marketing Direct, November 2005.
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Figure 4: Sales Conversion Rates By Channel (% of Operators with ICM In
Place/Piloting)

80%

Relying on segmentation based on
usage data and demographics is not
sufficient and operators need to
develop customer insights based on
needs, behavior and future potential.

71%
56%

29% 31%
20%
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Up to 20%
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21–40%
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Retail

More than 40%
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Source: Capgemini TME Strategy Lab Analysis. Results based on a Capgemini survey of European telcos conducted in
December 2005.

broad marketing and customer service
strategy and roadmap. The first
phase involves developing a deeper
understanding and insights into
customer needs, requirements and
behavior by deploying appropriate
segmentation and predictive analytics
tools. The second phase can be
implemented at the same time and
focuses on enabling real-time
interactions to dynamically change
customer attributes and drive targeted
offers. The third phase entails
progressive integrated rollout across
various inbound channels, ensuring a
consistent customer experience across
inbound and outbound touch-points.
This should be accompanied by
operational re-alignment of systems,
people, and processes across the sales
and marketing organization to drive
the desired behaviors and business
performance. And attention to data,
reporting, and analysis and offer
development needs to be an
ongoing activity.
This section outlines what telcos
should do in order to maximize
the benefits they can get from their
ICM implementation.
Research & Innovation

Development of Advanced Predictive
Analytics Models
In order for operators to be able to
make the important leap from basic
to sophisticated ICM, they must first
focus on developing a better
understanding of the customer.

Predictive analytical modeling helps
identify patterns of behavior and
improve offer targeting. If the
capability exists in-house, then the
operators need to develop these
models to provide propensity scores
for individual customers that can be
used to drive better ICM results. If an
operator does not have analytical
modeling capability, then we
recommend they consider establishing
it by investing in a best-of-breed
analytics tool, staff training, and
process development. We have seen
the benefits of using predictive
modeling in meeting major business
objectives (such as churn reduction
and driving sales of high margin
products) across both inbound and
outbound campaigns.
The additional customer insight given
by analytics does not only drive
higher offer acceptance rates. It can
also enable ongoing monitoring of
customer and market dynamics to
identify changes in customer behavior
patterns and hence, make adjustments

Figure 5: ICM Deployment Roadmap

Data Integration, Reporting and Offer Development

n Operators need to start with improving the consistency and quality of data
n The marketing organization, on their part, should transform the data into insights to develop targeted offers
n Telcos should employ closed-loop reporting to continuously improve performance
Development of Advanced Predictive
Analytics Models

n Telcos need to deploy advanced segmentation and
predictive analytics tools to better understand
customers and develop targeted offers

Phased multi -channel
deployment and integration

n The marketing offers need to be well
Deployment of Real-Time Decision Engines

n Deployment of real-time decision engines will help

capture the most up-to-date customer information

co-ordinated across multiple inbound
and outbound touch points to ensure
consistency of approach regardless of
the channel

n These tools will help the channels to react to the
latest changes in customer behavior and needs

Operationalize Across People and Processes

n

An effective ICM deployment will require a change in organizational mindset at operational levels as ICM affects
the very core of a company’s CRM strategy

n ICM is more than a system implementation and requires significant focus on people and processes across all
channels

Source: Capgemini TME Strategy Lab Analysis.
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in criteria for offer selection. A
successful implementation will drive
more relevant inbound
communications with customers,
which may then be reflected positively
in customer satisfaction surveys.
Deployment of Real-Time
Decision Engines
In our opinion, operators who are
ready to make a step-change
improvement in their ICM
performance, whether they already
have inbound capability or not,
should consider investing in a best-ofbreed real-time marketing decision
engine. These tools enable campaigns,
offers and business rules to be defined
using a simple user interface, with
facilities for reporting and integration.
With real-time marketing tools,
operators can capture customer
information across channels,
dynamically change the customer’s
attributes, and calculate in real time
the most appropriate offer to make.
Automation of this process enables
more effective and consistent targeting
than call center or sales agents can be
expected to achieve unaided, but still
leaves them room to exercise
discretion in the final selection of
offers and how they are presented.
And for self-service channels such as
the Web or IVR, the process can be
fully automatic.
An additional feature available in
some tools is automated predictive
analytical modeling, which can adjust
best offer selection in real-time based
on customer responses to offers. This
overcomes the need for lengthy
modeling projects by analysts and can

give improved targeting on
many offers.
At the cutting edge, real-time
marketing can be used to react to
dynamic market segments, for
example a segment that exists because
customers have just bought a
particular product related to a new
promotion and are calling within a
qualifying period. This enables a
much more granular approach than
traditional customer segmentation,
which uses old data to put people into
coarse groups.
Real-time marketing puts an operator
one step closer towards offering
customers the right offer at the right
time over the right marketing channel,
and provides a sound platform for
developing enhanced marketing and
customer service capabilities and
market responsiveness. In our
experience scalable real-time
marketing production solutions can
be implemented in a matter of months
(subject to the integration
environment) with fast pay-back.
Phased Multi-Channel Deployment
and Integration
Customers are increasingly indulging
in multi-channel behaviors for
purchasing and interacting with the
service providers. The marketing
messages targeted at the customer
should take into account the
interactions and responses across
channels, and across outbound and
inbound interactions. If, for example,
a customer researches a product/service
on the website and then contacts the
call center, the offer made by the call
center agent may be better aligned to
the customer’s interests if the
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information learned
from the Web session is used
in the offer selection process. Or
if on any channel an offer was
placed and elicited a negative
customer response, subsequent
interactions should take this into
account and alter the communication
accordingly. In other words, the
decision logic should not be split over
marketing channels.
Operators should align their plans for
inbound and outbound campaigns
across channels and define a roadmap
of phased releases and integration.
They may find that building “best-ofbreed” features in home-grown
systems can be difficult, time
consuming and expensive. A single
commercial system may be the most
efficient way to ensure integration.
Data Integration, Reporting and
Offer Development
Inbound campaign and offer design
(for example retention, up/cross-sell,
and customer service campaigns)
should be an ongoing activity. These
should be aligned with outbound
campaigns, and take into account
channel considerations.
Once the target offers are defined, the
requirements can be specified for the
data to support the inbound offers,
and for the data integration to deliver
it. Special consideration should be
given to the timelines of the data
used; in some cases week- or monthold data may be sufficient, but in others
real-time data feeds may be needed.
Offer design should include facilities
for closed-loop reporting—it is
important to observe how offers are

Telcos should capture a wider
range of customer information
and use predictive modeling tools
TO IDENTIFY PATTERNS AND TRENDS.
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performing, and to respond with
changes to improve campaign
performance.
Campaign optimization takes a high
level view across all campaigns and
channels and puts in place targets and
mechanisms to keep them in balance.
The split between revenue generating
and customer loyalty interventions
should be the subject of debate
between marketing, customer service
and channel managers, and can be
adjusted to suit the company culture
and strategic objectives.
Operationalize across People and
Processes
The challenges in implementing a
sophisticated ICM capability should
not be underestimated. Many parts of
an organization are impacted—from
marketing to retail and call center
sales agents—and a change in mindset
is required at operational levels. As
operators move towards more
advanced ICM solutions, it is
important that they have an early buyin from the sales agents and ensure
that people are trained to handle the
new systems and business priorities.
Processes and systems must also be
aligned to ensure a successful
deployment. For instance, measuring
call center efficiency based mainly on
average call time, as many operators
currently do, will not be sufficient and
new performance indicators
measuring sales effectiveness need to
be developed in addition. Defining
targets for inbound offer operational
performance, and the ability to track
results and make adjustments to
influence staff and customer
behaviors, is key to achieving the
desired business benefits.
Therefore, having a thorough change
management strategy is essential to
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provide control and structure to ICM
implementation.
In conclusion, telecom operators in
Europe are rapidly deploying and
piloting inbound customer marketing
on various channels to leverage
customer-initiated interactions and
convert them into business
opportunities. Many operators are also
using advanced tools such as
predictive modeling, rules-based
decision engines and real-time
learning algorithms to enhance the
effectiveness of their marketing
campaigns and ensure that the most
appropriate offers are presented to the
customer. These operators have also
started realizing benefits in terms of
churn reduction and high offer
acceptance rates. However, many
operators are still mainly using basic
business rules and customer profiles
to develop and select customer offers.
We believe this reflects a gap in the
market. Some operators have
developed a clear vision of target
customer experience for various
segments and have aligned the whole
organization to deliver this. In others
we find excellence in pockets,
geographic or functional, without the
overarching blueprint to make for a
holistic customer experience and the
necessary fixation on what the
customer experience should be in
the first place.
It is clear from this survey that
Inbound Customer Marketing
represents an attractive investment
opportunity for telcos, bringing them
closer to the ideal of one-to-one
marketing and delivering revenue and
customer satisfaction benefits.
About the Survey
The results published in this insight paper
are derived from a Capgemini and SSA
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Global survey conducted in December
2005 on adoption of ICM within the
telecommunications sector in Europe.
This survey was undertaken as a follow up
to the cross-vertical Capgemini/Epiphany
study in May 2005, which indicated that
telcos are leading in the adoption of ICM
as compared to other sectors.
The survey was undertaken through
telephone interviews with twenty
European telcos. The interviews were
conducted by the research agency Vanson
Bourne with various key people in the
operators’ marketing, sales and customer
care organization such as the Head of
Marketing, Head of CRM, Head of
Contact Center and Head of e-Business.
The latest study focuses on investigating
ICM implementation status across
website, call center and retail channels of
the telcos. The study also probes the
segmentation approach followed, the tools
used for offer selection, the sales
conversion rates realized and return on
ICM investment by various telcos
implementing or piloting ICM.
Chris Jeffery is Global Head of CRM
Systems Solutions for TME. During his 7
years with Capgemini Chris has focused
on transformational change consulting—
based on new technology enablers in
business support systems, mobility, and
operations support systems.
Priya Mehra is a Manager in the TME
Strategy Lab. Her recent work includes
analyzing the evolution of mobile
networks to 3G and beyond and assessing
the case for WiMAX. Prior to joining the
Lab, Priya worked for a mobile operator
where she was instrumental in launching
voice and data products for the
Enterprise market.
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Winning in the Converged Content and
Distribution World
By Rob Staples
Abstract: Convergence is creating a wide range of disruptions across the value chain as players move out of their existing territories
and enter new markets. We believe that convergence is likely to be a zero sum game: for every winner there will be a loser. Brand
stretchability, business model adaptability and a simple as well as intense customer experience could prove to be the key enablers
of success in the converged world.
In the 1990s, digital technology and
the emergence of the Internet created
the stage for the communications,
broadcasting and computing industries
to unite and redefine the consumer
experience. This phenomenon was
termed “convergence,” signifying the
union of technologies, networks,
content and services. But for some
time convergence remained just a
buzzword—the technology was not
ready, the consumer experience of the
few products available was disappointing
and the price was unappealing.
However, today convergence is
finally a viable option with
rapidly increasing broadband
Internet penetration and
technology developments in
communication networks and
consumer devices. The PC
is emerging as a gateway
for communication and
infotainment with
consumers using it for
telephony, downloading
movies and music, and
surfing for information.
Similarly,
advancements in
mobile technology are
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transforming the mobile phone into a
portable media device, allowing
consumers to listen to music, watch
TV, play games and surf the Internet
on the go.
The fact that convergence is now a
reality is demonstrated by the success
of VoIP services from Skype garnering
100 million registered users and the
arrival of mobile TV, with 3 Italia signing
up more than 110,000 paid users
within the first 6 weeks of operation.
These developments have led to many
boardroom discussions on the impact
that convergence is likely to have on
existing business models. In this
article, we highlight some key
disruptive trends catalyzed by
convergence and assess what might
distinguish the winners from the
losers in the years to come.
What Is Convergence?
Convergence means many things to
different people. For device
manufacturers, it has often meant
developing equipment capable of
delivering telephony, information and
entertainment, which can work across
wireless and wireline networks. For

telecom carriers, it has meant
delivering voice, data and video over a
single pipe to customers. For the
entertainment industry, it is often
interpreted as developing content that
can be personalized and delivered
across various distribution channels
and end-devices. It is
not, however, these types of
convergence initiatives that are
the focus of this discussion.
This article focuses rather on the
convergence that occurs when companies
maneuver out of their traditional
position in the value chain and start
to enter new territories, and in doing
so threaten the existing players.
The development of converged fixedmobile services, the bundling of
broadband access with mobile and the
move into IPTV by telecom operators
do not fundamentally change the
business model of these markets.
These providers are combining two
types of services in a new way but
without fundamentally changing their
basic infrastructure and subscriptionbased business models. We term these
initiatives “vertical convergence” and,
while they have their own significant

What seems strategically more
challenging is when completely different
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What seems strategically more
challenging is when completely
different business models collide.
Witness handset manufacturers
moving into content with Nokia, for
example, acquiring Loudeye, a digital
music distributor, with the intent to
become a global leader in mobile
music1. We term this movement
across the value chain “horizontal
convergence.”
While vertical convergence presents
some real and difficult operational and
execution challenges, horizontal
convergence presents companies in
this value chain with some key
strategic choices and it is, therefore, this
horizontal convergence that we will
focus on.
Horizontal Convergence Is
Causing Disruption Across The
Value Chain
Horizontal convergence is creating
disruption for companies operating in
all areas of the value chain by bringing
a new and different profile of players
into the same playing field. This is
creating threats and opportunities for
all companies operating in this area.
In the content space, for instance,
entry of telecom operators into
content as well as advertising could
change the competitive scenario for
large media players. For example,
Korean operators are buying music
and film production companies to
become mainstream media players
and grow their entertainment
portfolios and revenues2. Traditional
advertising relationships and formats
are also seeing changes with the entry
of telcos trialling IPTV platforms that
enable ad insertions over video
streams. Some telcos are starting to
strike advertising contracts directly
with brands. PCCW, for example, a
telecom service provider in Hong

Figure 1: Horizontal and Vertical Convergence
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Kong, has set up its own advertising
agency, PCCW Media, to sell
broadband Internet and pay TV
advertising directly to companies.
The introduction of interactive and
targeted advertising on the IPTV
platform by telcos is likely to lead to
some reallocation of revenues from
conventional advertising mechanisms.
In delivery, the move into
telecommunication services by online
players is also set to create disruptive
ripples in the industry. With the likes
of Google launching a free Wi-Fi
service and MSN and Yahoo! offering
VoIP calls through their instant
messaging interface, the telco
traditional services model is set to
experience some disruptions. For
instance, subscription-based business
models for offering voice and Internet
access are likely to clash with
advertising-supported VoIP and Wi-Fi
access services offered by Internet
players. Municipal citywide Wi-Fi
networks will also enable new
entrants from various backgrounds to
use such open access networks to
launch services.

[1] The Economics Times, 10 August 2006. [2] SK Telecom acquired IBM Seoul Records to obtain the rights to distribute music.
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In the device space, telcos are
increasingly playing a major role in
developing their own platforms and
set-top boxes for home networking.
France Telecom, for instance,
has developed its own settop box, LiveBox, which
supports broadband
Internet access, VoIP and
IPTV. This puts it into
direct competition with
the likes of Sony and
Microsoft, who are also
developing home gateways
to offer a variety of
broadband services
ranging from chat and
voice communication,
to video-on-demand
and television.
Horizontal convergence,
therefore, poses a series
of challenges to
players

operating across the value chain.
Telcos and device manufacturers
entering the content value chain are
set to challenge the media companies’
stranglehold over entertainment
services. Similarly, Internet players
offering communication services could
have significant implications on the
telcos’ traditional business models.
Who Wins in Convergence?
Is horizontal convergence an engine
for future growth or is it is a zero sum
game whereby for every winner there
will be a loser? The outcome for
individual companies will be
determined by the choice of strategy
and the execution of that strategy, but
the impact on the overall market can
be inferred.
Our analysis for the UK market shows
that total telecom and media market
revenues will only grow by a modest
2% over 2005–2010, down from 6%
over the past 5 years (see Figure 2).
The reason for this is that almost half
of the market is made up of fixed and
mobile voice revenues, which will
either decline or show only modest
improvement over the period. This is
driven by continuing price declines
together with only relatively modest
growth in users and usage. VoIP, as
well as disruptive technologies such as
Wi-Fi mesh networks will also
negatively impact voice and data
revenues. While there will be growth
from new services such as TV, video
and music downloads, the new
revenue sources will not be sufficient
to offset the loss quickly enough or on
a large enough scale. Moreover,
players diversifying across the value
chain to grow their revenues will put
further pressure on prices as they
attempt to gain market share.
Our hypothesis is that, overall,
convergence could be close to a zero
sum game. In fact, the communications
sector is already showing signs of
slowing growth with value flowing to
other parts of the convergence
ecosystem such as online media and
digital distribution of content. In the
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Figure 2: Revenue Growth Projections across Various Sectors in Telecom and Media
in the UK
Telecom and Media Growth in
Revenues, UK, CAGR, %
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Source: Capgemini TME Strategy Lab Analysis
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Developing a clear strategy
in the face of these disruptions
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IS A SIGNIFICANT CHALLENGE.

UK, for instance, residential
communication revenues showed a
sub-GDP growth of a mere 1% in
2005 as compared to nearly 5%
registered in 2003. For the first time
in 5 years, communication services
share as a percentage of total household
expenditure actually fell in 2005 to
4.6%, after growing from 4.07% in
2001 to 4.63% in 2004. In another
part of the value chain, traditional
media revenues from CD, DVD,
magazine and newspaper sales and
gaming software declined in 2005 by 1%
while new media revenues from online
distribution grew by nearly 240%.
Going forward, players in every part
of the value chain will face new
threats to their existing business
models as well as opportunities to
grow into new areas of business.
Players who will adapt rapidly to this
dynamic environment are likely to be
more successful. Standing still does
not appear to be an available option.
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What Is The Key To Success In
This Changing World?
The long-term consequences of these
forces of change are, of course, hard
to predict with any certainty and are
as easy to overestimate as to
underestimate. To help determine
what might be necessary to succeed,
we looked at some early moves by
companies such as Google and Apple
to see whether there were any
common factors demonstrated by
these market-leading organizations.

From this assessment we believe we
have identified three key enablers of
success for companies in this new
converged world (see Figure 3). While
these enablers are based only on early
empirical evidence, they do appear to
have particular relevance when
determining strategy in the face of the
disruptive influence of horizontal
convergence.

Brand Stretchability
Extending across the value chain and
away from a company’s core business
will require a brand that has strong
equity, clear core attributes and is
stretchable to address new areas of
business. These elements are
necessary to maintain a customer’s
loyalty and trust when providing new
services for which the company may
not be known for. Some players may
very well be better positioned than
others in terms of whether their
brands have the potential to extend
outside the core business; for
instance, telecom players score lower
compared to content firms on brand
reputation, determining the customer
perception of the players on vision,
products and services and emotional
appeal besides other factors.3
Therefore, it is important for
companies to understand objectively
how “stretchable” a brand is. While
not having a stretchable brand may
not be decisive, acknowledging this
when developing strategies certainly is.
Flexible Business Models
A willingness to challenge and adapt
the core business model is also

likely to be a key determinant of
future success. Apple’s move from
device manufacturing to content
aggregation and services demonstrate
how market leading companies are
revisiting their existing business models.
Companies that are able to respond
rapidly to disruptive changes and
move nimbly into new areas as well as
develop new revenue models have a
greater chance of success. However,
this will entail a significant degree of
business transformation requiring realigning to new priorities, work
culture and relationships.
Simple and Intense Customer Experience
Perhaps the greatest thing that Google
and Apple have in common is the
ability to deliver a simple and intense
customer experience. The quality and
clarity of Google search and the plug
and play simplicity of iTunes are
excellent examples of how companies
can inspire loyalty through delivering
a simple and intuitive customer
experience. Each of these companies
has taken a highly complex technical
solution and presented it to the
customer in a clear and simple fashion.

Figure 3: Enablers of Success in the Converged World
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[3] Harris-Wirthlin Brand and Strategy Consulting Group, 2005.
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Convergence is driving complexity as
more technical capabilities are
integrated and are required to interoperate with each other. It is the
company that can hide this
complexity from its customers and
deliver a rich customer experience
that inspires loyalty that has the
highest probability of success.
We believe that these three enablers
should influence strategy development
and execution for anybody facing
these changes. Understanding one’s
relative position against these enablers
and the impact that this has on
strategy development will be critical
in determining who will be the
winners and losers.
Developing a clear strategy in the face
of these disruptions is a significant
challenge. Key to developing this
strategy will be having a point of view
on how the value chain will evolve, a
deep understanding of core sustainable
assets and a realistic sense of what is
achievable. These questions should be
on the mind of everybody operating
across the value chain.

Rob Staples is a Vice
President and Head of
Capgemini’s Telecom,
Media & Entertainment
Consulting Services practice
in the UK. Rob is a
communications industry
specialist with functional
expertise in strategy and
marketing, and brings to his role
more than 16 years
of operational and consulting
experience that he gained
in Europe, Asia, Latin
America, the United States
and the Middle East.
He is based in London.

Strategy on Wheels: Fast-Track Strategies in the
Communication Industries
By Didier Bonnet and George Yip
Abstract: With change the only constant in today’s communications industry, it becomes harder to understand how strategy should
be, and is, successfully formulated. Against a backdrop of rapid technological change, and coupled with the need to respond quickly
to new threats and opportunities, this article examines how strategy can be created both within an existing business model and when
a company has to make a shift from one business model to another. Effective strategy formulation in fast-moving technology-based
industries requires an understanding that the distinction between “strategy” and “business model” is more than one of semantics,
they are complementary concepts.
Business academics and consultants
have been writing about formulating
strategies in fast-moving technologybased industries for many years. Yet
there is still great confusion today as
to how strategy formulation really
happens in industries experiencing
high business and technological
change. One of the legacies of the
Internet era was the introduction of a
new term, “business model,” which, at
that time, went on to explain that
companies did not need a strategy but
a “Web-based business model that
promised wild profits in some distant
future”1. Today, with renewed hype
around Web 2.0, both “strategy” and
“business model” are again used
indiscriminately and this is not
helpful for executives attempting to
chart a course for their organization in
increasingly complex environments.
We believe that “strategy” and
“business model” are separate but
complementary business concepts that
can go a long way to putting some
order in the process of strategy

formulation. In this article we aim to
highlight how strategy can be
formulated both within an existing
business model and when a company
has to make a shift from one business
model to another.
The communication industries—
broadly defined as encompassing
telecoms, media, entertainment and
devices—present a very fertile ground
to help clarify the relationship
between strategy and business model.
In recent years, these industries have
experienced some of the most radical
shifts in their structures leading to the
introduction of new and disruptive
business models. The nature of
competition and the pace of
technological innovation in the
communication industries, together
with the irreversible process of
industry convergence, which is fast
blurring historical boundaries and
market definition, offer one of the
most complex environments for
strategy formulation.

Strategy vs. Business Model
Today, strategy and business model
are widely used but there are still no
single compelling definitions. Strategy
is a long-term plan of actions aimed at
achieving a particular objective or set
of objectives. In his Harvard Business
Review article “What Is Strategy?”2,
Michael Porter defined “strategic
positioning” as having six elements:
the right goal, a value proposition, a
distinctive value chain, trade offs, fit
among strategy elements and
continuity of direction.
The term business model has been
widely used to explain how an
Internet company operates and which
business logic it uses to generate
revenue and make money. A business
model can be broadly defined as
comprising the following key
elements (see Figure 1, p49):
Value proposition: The type of

[1] Joan Magretta, “Why Business Models Matter”, Harvard Business Review, Volume 80, Number 5, May 2002. [2] Michael Porter, “What is Strategy?”, Harvard Business Review, Volume
74, Number 6, November-December 1996.
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offering or bundle of products and
services that create value for
customers.
n Input/Output and how to transform:
The process by which resources and
activities are configured, including
through the use of technology.
n Scope: The boundaries of the
activities (e.g. geographic, crossindustry, etc).
n Differentiation: The reasons for
customers to choose one’s product or
service against competitors.
n Channels: The go-to-market means
for a company to reach its customers.
n Customer segments: The clusters of
people with common characteristics
that the company wants to offer
value to.
n Organization: The structure,
competencies and systems a
company needs to industrialize its
operations.
One of the key challenges with
definitions of both strategy—as
commonly defined by Porter and
other strategy writers—and business
models is that they tend to describe a
static analysis of where and how a
company operates and, in that sense,

“

both definitions are not far apart.
There is nothing wrong with having a
static business model. Indeed, being
static should be ideal because it
means that a company is enjoying a
dominant and profitable market
position. But in the fast-moving
communication industries, one could
be forgiven for thinking that the
constant quest for the now legendary
“sustainable competitive advantage” is
fast becoming a figment of our
imagination! Strategic agility—the
ability to constantly sense, assess and
react to market conditions—has
become far more relevant than the
notion of sustainability. The term
strategy is more usefully reserved for
dynamic activities that are used to
change either a market position or a
business model.
Dynamics in the Communication
Industries
In the communication industries two
fundamental disruptive factors make
it harder to rely on static strategic
planning and decision making
approaches. The first is the constant
flow of technological innovation (and
therefore investment opportunity),
which is creating both opportunities
and threats (uncertainty) in the minds

of individual industry participants.
The second is the ever increasing
convergence of traditionally distinct
industries, which is changing both the
nature of competition and the
underlying economics of each of these
industries. Of course, other factors
such as regulatory changes are
important for strategy formulation,
but we believe that technology
innovation and convergence are the
most relevant elements today.
The first source of disruption is linked
to the flow of technological
innovation. More than in any other
industrial sectors, the rate of
technology innovation in the
communication industries has had a
profound effect on the nature of
competition. Witness the continuing
level of technology introductions even
at the lowest point of the recent
recession in the telecom and media
industries, e.g. Wi-Fi, advanced
Personal Video Recorders. Some key
technological developments such as
Voice over Internet Protocol (VoIP)
have also allowed for a multitude of
new entrants to penetrate what was
originally considered a capital
intensive and, thus, a high barrier-tomarket entry.

The blurring of the traditional industry
boundaries HAS STARTED TO GENERATE
IRREVERSIBLE SHIFTS in the nature
of competition.
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Figure 1: Elements of a Business Model
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Source: George S. Yip “Using Strategy to Change Your Business Model”, Business Strategy Review, Volume 15, Issue 2,
Summer 2004.

The introduction of new technologies
in the communication industries is
unfortunately very often over-hyped
in terms of timing and market impact,
so it is important to understand the
pattern of customer adoption. Contrary
to common belief, disruptions resulting
from the introduction of a new
technology or from a new business
model do not come about as an all
out attack on an established business.
Rather, research shows that disruptions
actually develop in three distinct
phases3. At the outset, the innovation
creates a new, non-competitive market
somewhat independent of the
established business. In a second
phase, the new market/technology
expands and slows the growth of the
established business. In a third phase,
the disruptive innovation, having
refined its model or improved its
performance over time, significantly
reduces the size of the old market.
Consider the risk for traditional voice
telephony of Internet-based voice
calls, or classified ads with the shift
from offline to online, as good examples
of this phenomenon over the years.
Convergence is the second source of
potential disruption. Convergence, as
a phenomenon, has been an overused
and over-hyped term for at least the
past 10 years. However, for anyone
operating in the communication
industries today, from
telecommunications to advertising
and media, there is a strong sense that
the blurring of the traditional industry

boundaries has started to generate
irreversible shifts in the nature of
competition. The key strategic impact
of convergence is that it is driving
companies with traditionally distinct
and stable business models into each
others’ territory. Companies with
radically different logic for generating
their revenues and profit are starting
to compete for the attention of similar
customer groups with similar types of
services—this is where the clash of
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What we find in many organizations
is that the process of strategic
anticipation of the impact of both
technology and convergence is often
ad-hoc, not supported by fact-based
analyses and/or cemented into a rigid
strategic planning process that is out
of sync with the pace of market and
technology development. In the
communication industries, what is
needed to build a sound basis for
strategy formulation is a constant and
dynamic assessment of both the
timing and impact of technological
change on established business
models, together with an ongoing
evaluation of the likely implications of
convergence at both industry and
product/service levels. This is what we

Companies use RADICAL
STRATEGIES rarely.

business models happens. Consider,
for example, the competitive
landscape in broadcast television
today with traditional broadcasters
having to fend off new, well-financed
entrants from the telecom and the
Internet industries. Similarly, consider
the potential clash between telecom
companies and Internet portals
around services such as voice calls,
email and instant messaging and so
on. Telecom companies have built
their business model around a
regional focus, a capital-intensive
infrastructure and a subscriptionbased revenue stream, whereas
Internet portals are competing
primarily through their global reach,
software and an advertising-based
revenue model.

[3] Clark Gilbert, “The Disruption Opportunity”, MIT Sloan Management Review, Volume 44, Number 4, Summer 2003.
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There is a possibility that convergence,
in the end, may be close to a zerosum game, with value shifting across
the different segments. In that
context, it is vital for CEOs to
understand the strategic dynamics of
convergence and we see this as a
prerequisite to strategy formulation in
these industries.
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term Dynamic Strategic Screening and
should be aimed at diagnosing which of
these potentially disruptive shifts will
have a fundamental impact on established
business models and when. Dynamic
Strategic Screening should therefore
aim to understand factors such as:
n Changes in the nature of
competition, e.g. new entrants and
radical shifts in cost structures.
n Disintermediation of established
value chains.
n Creation of new sources of revenues.
n Changes in how customers buy or
use products/services.
n Radical changes in channels and
distribution methods.
n Shift in the skills and competencies
required to compete.

Incremental Strategies
The importance of incremental strategies
should not be under-estimated in terms of
importance for companies in the
communication industries as they are the
most common and probably represent the
biggest source of value creation in these
industries. Unlike their “radical”
counterpart, more often than not the result
of a crisis-induced need for change,
continuous incremental strategies are what
make companies sustain and enhance
their positions. Although complex in
nature, they do not require a fundamental
shift in the underlying business model.
Incremental strategies are about achieving
strategic objectives through execution—be
it by launching a new service to increase
revenue, using a new channel to distribute
products and services to a wider audience,
and so on.
Consider European retail giants such as
Tesco, J. Sainsbury and Carrefour all
foraying into the provision of
telecommunication services. These players
intend to leverage their strengths in
distribution to sell communication services
such as mobile telephony and broadband
access. This is a clear example of an
incremental strategy, since the move into
mobile operations has not meant
significant investments for these players.
Mobile operators have made huge
investments in license fees and network

For managers this implies establishing
a structured process within their
organization aimed at providing a
continuous assessment of potential
technology and market disruptions
both from a technical and managerial
perspective. From our experience, a
Dynamic Strategic Screening process
should, at least, include: a
methodology for continuous
monitoring of emerging market,
technology and business disruptions;
a thorough, fact-based screening
approach to selecting disruptions that
present either a true risk or a true
opportunity for the company; a
structured reporting and governance
that support and accelerate Senior
Management Insights

infrastructure. In contrast, retailers use
incumbents’ infrastructure and make no
major investments in network
infrastructure, expensive license fees, or
expertise in running telecom networks. The
key strength that these retail chains
leverage is their distribution reach to
access a wide base of customers. This
translates into the value proposition of
easy availability of products and services
for the end-customers and accessibility to
an extensive after-sales network due to the
deep penetration of the distribution chain.
This core proposition remains largely
unchanged, regardless of consumers
buying a mobile plan or any other product.
The revenue model of these retailers also
borrows from their existing business of
charging wholesale plus margin prices.
Similarly, for media content owners and
aggregators, the advent of mobile TV as a
new potential channel to distribute their
content is another example of incremental
strategies at work. Of course, the mobile
handset is a new and innovative channel
with exciting opportunities for leveraging
content rights to a wider audience and
therefore generating extra value for rights
owners. Too often such technical
possibilities suffer from over-hyped
expectations early, without consideration
of the true business impact. In the long
run, content owners will need to repurpose

Executives’ decision making (e.g.
impact, timing, business case, etc);
and a roadmap for fast-tracking
implementation programs (often
cross-functional and cross business
units and generally involving
external partners).
In addition to making the strategy
process more “agile,” this approach
also has the advantage of aligning
Senior Executives around a common,
fact-based set of trade-offs and
opportunities and facilitates the fasttracking of decisions and bets into
and across an organization. Once this
type of analysis has been
institutionalized and depending on
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their existing content to satisfy the specific
capabilities and limitations of mobile
handsets. New forms of content will
probably be created to satisfy a hopefully
ever increasing demand for video
consumption on mobile. For example,
content designed for mobile TV might
feature more close-up shots of fewer
subjects. Furthermore, there is no doubt
that the mobile TV technology and its
applications will greatly improve and make
mobile TV a standard must-have for mobile
users. But, for content owners the key to
their business model will remain content
access, rights management and innovation
in content format and genre—very much
what they are used to dealing with today.
The above examples reinforce the need for
proper strategic screening and impact
assessment aimed at gauging the
necessary strategic response required
when faced with such industry overlaps or
technological innovation.

the nature of the disruption, one is
able to drive strong distinctions in the
type of strategy formulation required
to respond ... enter “Strategy” and
“Business Model.”
Two Distinct Routes for Strategy
Formulation
The outcome of this dynamic
screening is that companies will
follow two distinct types of strategy
formulation. Companies will use
incremental strategies to change their
market positions within an existing
business model and radical (or
transformational) strategies to change

their business models4. So both types
of strategy are dynamic and changeoriented and it is not a matter of static
versus dynamic strategy. Let us look
first at incremental strategies. Nearly
every business seeks to improve its
position on an incremental basis. A
company with a given market share
usually wants to increase that share,
or to improve its cost position, its
quality position or its profitability. In
most cases companies seek to do so
with incremental strategies that do not
change the underlying business
model. For example, market share
increases can be achieved through
strategies such as increasing advertising,
introducing more new products,
reducing customer churn rates,
increasing customer satisfaction and
the like. Such incremental strategies
can usually achieve reasonable
improvement on several metrics; for
example, a 5% market share gain, a
10% increase in revenues or a 5%
increase in profitability (see
Incremental Strategies box).
More drastic ambitions, such as
doubling or tripling market share or
entering a completely new arena in
the converged communication
landscape, may require a fundamental
change in the business model—to
target new customer groups, to
change the nature of the value
position, and so on. A radical (or
transformational) strategy is needed to
change the business model in one or
more fundamental ways.
Companies use radical strategies
rarely—usually only when changes in
their environment render their current
business models obsolete or when
they voluntarily choose to embrace a
new business model (see Radical
Strategies box). The root cause and
rarity of radical strategies explains the
level of difficulty linked to their
implementation. First, having to
replace an obsolete business model is
inherently risky. Second, the rarity of
use means that most companies and
executives have little experience of
devising and implementing radical

Figure 2: Two Primary Strategic Routes
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strategies. After all, many business
models work successfully for decades.
For example, IBM’s mainframe
computer business model worked
from the mid-1960s to the PC
revolution of the mid-1980s. Sears
Roebuck’s catalogue retailing business
model worked for nearly 100 years
from the 1890s to the 1980s.

The characteristics of the successful
strategy will therefore be relentless fast
track execution of incremental
strategies and, when required, well
thought out defensive or offensive
radical strategies designed to shift the
company or a part of the business
from one known business model to a
new one (see Figure 2).

In a few cases, companies seek to
change their business model while
still operating from strength (although
typically facing incipient
environmental changes and threats),
as Motorola did in shifting from its
consumer electronics business model
in the 1970s and 1980s to its hightechnology industrial and mobile
telecommunications business model
in the 1980s. Similarly, in the 1990s
Microsoft extended its business model
from personal computer operating
systems and software to include the
Internet. Although all radical (or
transformational) strategies are
inherently risky as they involve
moving from one equilibrium position
through disequilibria before arriving
at a new equilibrium, very often in the
communication industries standing
still can be even more risky.

Effective strategy formulation in fastmoving technology-based industries
requires an understanding that the
distinction between “strategy” and
“business model” is more than one of
semantics—they are complementary
concepts. Traditional definitions and
tools do not reflect the dynamic
activities that are common place in
these industries. The days of
designing strategies within the context
of a yearly strategic planning cycle or
within a rolling 3–5 year plan are
over. Strategic agility should be the
goal and has become more important
than the notion of sustainability.

Strategy formulation, both incremental
and radical/transformational needs to
become a habit for companies in the
converging communication industries.

[4] George S. Yip, “Using Strategy to Change Your Business Model”, Business Strategy Review, Volume 15, Issue 2, Summer 2004.
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For companies in the communication
industries, mastering the process of
continuous strategy formulation is
therefore at least as important as the
outcome. Senior Executives should
put in place structured approaches for
strategic anticipation and use a
Dynamic Strategic Screening process
to drive decision making. In addition,
it is essential to recognize the different
approaches and implementation

Radical Strategies: Shifting from one Business Model to Another
A: Telecommunication companies
entering the IT services arena—an
example of a radical strategy being
implemented.
Fixed-line telecommunications companies
have been facing an irreversible decline in
voice and bandwidth prices that has been
eroding their traditional voice and data
revenues. Faced with this dilemma, some
operators have branched out from pure
networking companies into the territory of
IT service providers, acting as a singlestop-shop to meet the communication and
IT needs of enterprise clients. While some
operators have chosen an incremental
strategy route by limiting their offering to
managed wide area network-based IT
services, other operators have chosen a
more radical route. By entering into areas
such as consulting, local area networking,
equipment maintenance and security,
some telecommunications companies have
had to rethink their entire business and
delivery models by developing new skills,
new value propositions, new and often
separate organization structures as well as
new business development and
distribution approaches. More often than
not, this radical change of business model
has been accelerated through the
acquisition of specialist IT service
companies to build credibility and establish
a position.
The core operating models of
communications and IT services differ
significantly and, hence, telecom operators
that have chosen that route have
undergone a significant change in their
operations. For instance, the core service
definition transforms from delivering a
standardized, well-defined service to one
where the operator needs to understand
each enterprise’s unique needs and
customize the offering. The pricing
structure, as well, changes from a usagebased model to an asset-based, annual

responses when formulating
incremental strategies within an
existing business model and radical
strategies, as risks and opportunities
linked to technology change and/or
convergence force Senior Executives
to steer their company from one
business model to another.
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contracts model. In addition, the change in
the core service and proposition mandates
a transformation of the delivery
organization. The account management
and delivery teams need IT specialists with
industry knowledge.
Although such radical strategies have
proven risky, they are indications that they
can be implemented successfully. For
example, BT has pursued this strategy by
acquiring several IT companies with an
objective of rapidly developing expertise in
IT services. BT has invested heavily in
acquiring companies such as Infonet, TNS,
Radianz and NSB to build expertise in
local area networking, IT systems
management, consulting, and industryspecific solutions expertise. Equally,
Belgacom’s recent acquisition of Telindus
is another example of this strategy.
Although it is very early days yet, this radical
strategy seems to have paid off for some
operators: BT made up for the decline in its
traditional services revenues from £16.2 bn
in 2002 to £14 bn in 2005 by growing its
“new wave” services revenues (comprising
ICT, mobility and broadband) from £2.2 bn
in 2002 to £4.4 bn in 2005.
B: Telecom services funded through
advertising—an example of a possible
radical strategy in the making.
Penetration of the Internet in consumer
homes, together with the emergence of
disruptive services such as VoIP, is
threatening the conventional
communications market. Internet players,
for example, are offering voice calls at a
fraction of the cost of traditional telephone
services and Google has started offering
free Internet access by rolling out citywide
Wi-Fi networks. Internet players have a
strong incentive to offer these services at
nominal prices or even free of charge,
since it increases their registered audience
and helps them drive advertising revenues.

Dr. Didier Bonnet is a Vice President
and Global Leader of Capgemini’s
Telecom, Media & Entertainment
consulting practice. Didier has more
than 20 years’ consulting experience
in strategy development, M&A,
globalization, Internet economics and
competitive analysis and was for many
years a Vice President with Gemini
Consulting. He is based in London.
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On the other hand, telecom operators
derive their revenues primarily from
subscription fees and usage charges for
the services they offer. In such a scenario,
there will be a potential collision of
business models between telecom
companies and Internet portals—the
former probably having to re-look at their
current business model and possibly adopt
advertising-based revenue models for
some selected telecom services leading,
inevitably, to some cannibalization of their
traditional services in the process.
The ad-supported service model is an
example of a radical strategy for a
communication company as it entails
fundamental changes to the core business
model of delivery and revenue generation.
For example, the Web portal will gain
importance as a key delivery channel for
offering services as compared to the
current view of defining services by access
networks and end-devices. Currently,
telecom companies’ websites are
positioned as information and marketing
tools for service offerings, not as a
communication channel aimed at
generating online advertising revenues
(and potentially subsidize the delivery of
telecom services). An ad-based revenue
model will also mean developing new skills
to tap the advertising market, establish
new indicators for generating revenues
and, hence, a massive re-think of how to
drive revenues. The Web-based strategy
will also unshackle the telecom companies
from restriction to only those markets
where they have infrastructure to new
geographies that they can reach through
the Internet. The customer base could
therefore expand far beyond the existing
subscriber base, which, in turn, will impact
their branding and marketing strategies.

Dr. George Yip is Professor of Strategic
and International Management at
London Business School. He previously
held the Chair of Marketing and Strategy
at Cambridge University. George is the
author of Total Global Strategy II
(Prentice Hall 2003).
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Where do we come from?
In Feb 1878, the first telephone book was published in New Haven, Connecticut. The
book was one page long and had fifty names in it.
Source: www.factoidcentral.com/facts/telephone.html
In 1946, Merriam Webster Dictionary defined ‘computer’ as, “Computer” (noun):
A person who tabulates numbers; accountant; actuary; bookkeeper.
Source: www.geekservice.net/bookageek.html
A 1999 survey of 25,500 standard English-language dictionary words found that 93
percent of them have been registered as dot-coms.
Source: www.flowgo.com
Where are we going … and how fast?
By the time you finish reading this sentence 10 new phones will have been bought in
India. That’s about two phone connections every second, 116 a minute, 6,944 an hour
or five million phones a month. In 4 months between January and April 2006, 19.18
million phones subscribers—mobile and fixed—were added in the country. That’s
more than all the phones issued in the first 45 years since Independence.
Source: “Connecting to the Future”, India Today, May 2006
Half of mobile phone users aged 18 to 24 have sent or received an invitation to a date
via text message.
When East Timor’s Nobel Peace Prize laureate Jose Ramos-Horta resigned his
government posts, he did so via a mobile phone text message.
Half of Australian 6- to 8-year-olds have been online for more than 2 years, while every
second 6–17-year-old has a mobile phone.
Did you know that every second two new blogs are created?
Source: http://news.zdnet.com/2100-9588_22-6102935.html

coffee break surfing
Looking for a solution…
A must reference for your next Web 2.0 start up in case you have run out of ideas for names.
www.andrewwooldridge.com/myapps/webtwopointoh.html
The most comprehensive and easily navigated reference directory for locating live video
cameras on the Internet. EarthCam creates and produces live Web casts and provides
Internet webcam solutions.
www.earthcam.com
When planning your next vacation, check out great hotels, cities, parks, and beaches
where pets are welcome.
www.dog-friendly-hotels.net
Not sure what the problem is…
Buy space on the moon, Mars etc.
me.moonestates.com/moon.php
Visit the networking site that lets you create 43 things you want to do in your life and
then connects you to various communities based on them.
www.43things.com
If you are tired of living in your existing country, choose a virtual nation to live in.
www.lanthia.com
www.westralia.net
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