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In a shrinking world where individuals have more choices in almost every aspect
of their lives than ever before, and more ways to communicate with each other
and the world at large, the bonds and inertia that held customers loyal to their
suppliers have decreased. As markets fragment, industries are forced to
converge and customer relationships have become more dynamic and fragile.

Added to this, in a world where digital communications in all forms is increasing,
revenues for telecommunications companies are flat or falling. So, how can these
organisations exploit their most valuable asset—the customer Dbilling
relationship—in a converging landscape and provide a framework for
encouraging new and productive relationships and the creation of new revenue

streams?
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1. A new world order

‘Convergence’ is an appealing term conjuring up an
image of things neatly slotting together, and there is
some technical justification as  proprietary
communications and interconnections are replaced by
one unified approach—transmitting everything over
the internetworking protocol (IP), the foundation of
the Internet.

However, at a commercial level, ‘collision’ might
prove a better word. The IP-led open systems IT
revolution in the ‘90s led to the demise of many once-
famous industry giants, and the changes for the
telecoms industry look just as dramatic.

The internet itself has opened an online channel for
the sale, and in some cases delivery, of goods and
services. Consumer, as well as business, broadband
access is becoming widespread and its provision is
often seen as a national imperative; examples being
Australia’s fibre to the home initiative and the targets
detailed in the UK’s recent Digital Britain paper.

Connectivity is becoming a commodity and so
telecoms companies (telcos) can no longer rely on just
providing ‘access’ to an underlying wireline or wireless
network’s resources. They need to deliver value
added services as well as the connection, otherwise
they will simply become easily replaceable ‘bit-pipes’.
However they do have a key asset, which is often
underexploited—the relationship with customers—
and this could hold the key to their on-going success.

2. Challenges from the IP impact

As TDM (the traditional way of providing telephony)
and other legacy network infrastructures for both
fixed and mobile networks evolve relentlessly, albeit
at slightly different rates, towards a ‘next generation’
model based on IP, this will have a profound impact
on the commercial market for telecoms companies.

Revenues

At one time the focus was all about telephony with
point-to-point connections (“circuit switching”) for
voice calls paid for by the minute with a premium for
long distance and international connections. Now,
unlimited international calls can be made using voice
over IP (VolP) between broadband users using simple
tools such as Skype. This means ‘for free’ between
Skype users, or for massive discounts using VolP as
the main transport, and then breaking out to landline

or mobile operators for the last local call to an off-‘net
number.

This undermines established telephony business
models and voice revenues have declined despite an
increasing number and length of calls made, due to
downward pressure on prices from the breakup of old
monopolies, as well as the arrival of IP. All carriers
have had to respond, whether or not they are
providing a VolP service themselves, with flatter
calling plans and tariffs.
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The fall in average revenue per user (ARPU) has
encouraged many telcos to turn to new services, such
as fixed and mobile internet/data connectivity.
However, just transporting data—being a ‘bit pipe’—
has limited appeal to carriers, who have significant
existing investments and are planning more. The
challenge is to balance the commoditisation of
established services with the development of new
services to exploit these investments.

Relationships

How operators view and develop their relationships
with others will also play a significant part in their
future success. At one time, telcos exerted end-to-end
control, from the selection of the telephone handset
to being the only organisation able to offer any of the
core services over a given connection.

Now the relationship with the end customer is
somewhat different. On both fixed and mobile
networks there are other services that can be
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accessed which are outside of the domain or control
of the operator. This may take revenue away, but
those carriers that choose to block their customers
from accessing these sorts of services run the risk of
losing them.

In the early days of internet service provision, closed
portals were compelled to give way to open sites and
now, in the mobile world, the closed WAP portals are
giving way to open mobile internet access. Operators
have to build models that allow their customers
freedom to go elsewhere, but offer something of
value to encourage them to stay.

This is where other relationships become important,
as operators realise that they are becoming part of a
larger ecosystem. At one time, they might have
exerted control, and often demanded a share of the
revenues created by others. Now, models such as that
ably demonstrated by the success of Apple’s iPhone in
the mobile world, indicate that carriers should
become intermediaries or ‘guides’ rather than
‘gatekeepers’.

Reach

Consumers are now more aware of the widening
range of options available, have increasingly diverse
ways of gathering information, leading to, perhaps, a
shorter attention span. However, brands and the
customer service experience matter more than ever,
so this poses a difficult set of challenges for any
organisation:

- How to strengthen and differentiate a brand
in a world of choice? Concepts such as ‘The
Long Tail’ (Chris Anderson, 2004) highlight a
market beyond the best sellers. Gaining
awareness for one new product among so
many is an issue for suppliers and a complex
decision making process for consumers—the
Apple App Store shows how even success can
create content discovery challenges.

- Which demographics will segment an
audience? Age, gender, nationality and social
profiles, based on job roles or income, are
becoming less valuable than lifestyle,
aspiration and profiles based on social
networks and stage in life. These are
supported by economic and social flexibility,
new technologies, and the rise of a throw-
away, celebrity brand culture.

- The need to reach groups with shrinking
attention spans and differences in media
usage. For example, the technology-aware
younger audiences will spend more time
online and with mobile phones than the
general population. However they spend less
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time watching TV, and generally in shorter
segments.

- How to build relationships to engage,
influence and build customer loyalty?

- How to encourage a long-term conversation
to gather feedback, understand concerns and
raise the level of customer service and
satisfaction?

Operators are in the powerful position of being a
relatively trusted intermediary, and this could (and
should) readily be exploited with the right offerings to
their customers, if suitably supported by effective
tools and systems.

3. Rich media and content

An open market does have a huge advantage in
encouraging new contributors to add innovation and
create new services, which then drive up demand,
encouraging more new contributors, etc.—so creating
a virtuous circle.

The effect of open IP delivery networks and varying
degrees of platform standardisation, both in the core
infrastructure and at the edge, has extended
opportunities for the delivery of digital content. The
availability of bandwidth and ubiquity of IP
connectivity now permits far more interesting,
interactive and rich media applications.

Users can combine data with digital telephony: for
example to add voice calling into web pages or to see
the current status of their contacts. They can also
download and share both high fidelity music and
broadcast quality video, opening up new
opportunities for the sale of digital content and
services around it.

However, in the mix of usage, even consumers of rich
media will sometimes only exchange simpler
messages where delay is not an issue; will access
written and graphical information with little
interaction; or will interact with others in ways that do
not consume large amounts of network resources, but
do depend on imperceptible time lag.

This is not simply the internet activity of ‘surfing’ as
users perform a range of activities; some involve the
heavy ‘lifting’ or downloading of large amounts of
data over a period of time, such as music or video
downloads. Others, like video conferencing, require
the maximum performance in terms of capacity and
interactivity—flying over the network, rather than the
ground—and some, like interactive gaming or even

©Quocirca 2009

Page3

quocirca



Telecoms companies’ re-invention — from voice to e-service provision

September 2009

voice telephony, need to be as dependable as driving
(Figure 1).
Figure 1
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In the mobile market there have been significant
waves of adoption of digital content, from ringtones
and images through to the current market for
application stores. Despite standardisation on content
formats and in cross-platform application models such
as Java, there is still huge fragmentation in terms of
the end-user devices available, requiring a
sophisticated approach to content delivery and sales.

There are also developing markets where available
performance—either of the networks, or the end-user
devices—is more limited, but due to the sheer scale of
potential users, the opportunity to serve up useful,
relevant or valuable content is still large. Some
markets have found ring tones and ring back tones to
be popular, others have deployed mass market email
to low cost phones using SMS.

In order to efficiently deliver content and services to
the widest possible market, carriers need systems and
procedures that can scale across regional differences
and rapidly adapt to changing local market
requirements.

4. New business models

While content is often regarded as ‘king’, the
challenge is to effectively monetise it. The internet
has demonstrated that wusers quickly become
accustomed to free services, and trying to impose
charges without clear value is very difficult. Similarly,
mobile operators that have tried to charge a premium
for new services have struggled.

Flat rates, bundling and multi-play

The switch from paying for each individual call by the
minute or each individual block of data by the
megabyte to paying a flat fee has a sizable benefit for
the user. Irrespective of their level of use, they can be
confident of paying a predictable bill.

But the carrier has to be assured that they can
amortise the total amounts paid across the total cost
of carrying the calls and data. If they cannot, they will
want to impose limits and caps or throttling to restrict
service levels. This has been a thorny issue with
internet service providers and the use of certain
bandwidth-hungry applications, such as BitTorrent or
the BBC iPlayer.

One way to tackle the revenue-to-cost issue is to
reduce costs by simplifying the internal structures and
services within the carrier, and this has led to
investments in Operational Support Systems (OSS)
and next generation OSS. Ultimately, there is only so
much efficiency to squeeze out of any system
however, and other commercial models to boost
revenues have also had to be implemented.

The most common route has been to combine several
services together into a bundle. The mobile industry
has bundled up tariffs with call minutes, text
messages and developed ‘bolt-on” models to add
further to the bundles. The fixed phone operators,
ISPs and TV companies have each combined the
others’ offerings into a ‘triple play’ bundle—phone,
internet and TV.

The expectation from the service provider is that the
combination appears a more attractively priced
package to potential customers. They also hope that
during usage there will be some amortisation of
demand/use across the different services—i.e. high
users of one part might be lower users of another part
of the bundle. Finally there is a belief that the
combination will make customers more loyal, or at
least make it harder for them to churn.

The hopes and beliefs are starting to fail, and it is
becoming clear that the triple play model of bundling
products or services is not the panacea the industry
hoped for. A flaw or problem in one has a knock on
effect in others, creating customer service issues, and
customer expectations from the overuse of bundling
makes it much harder to sell up or cross sell new
products or services as they appear.

The bundling issue has become more complex as
some operators have started to offer hardware, such
as laptops, as part of a connectivity package. While
the idea seems interesting at first glance, each of the
components of bundles like these have their own
processes, or need different sales and support skills.

As sales of these devices have supported revenue
growth, this has to be tempered with the escalating
cost and complexity of providing suitable support.
Operators who are already considering differential
service models and billing for support need to use all
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available systems to minimise support costs. This
means a blend of support channels including online,
user peer groups and Web 2.0 mechanisms, as well as
traditional call centres.

Rather than bundling, which blurs the distinction
between services and tends to treat all customers the
same, a better approach is to tailor offers more
closely to the individual user. With the billing
relationship at the core, operators have vital
knowledge about how their customers behave. As
well as using this to generate sales, it can also be used
to more effectively offer tailored support services.

Evolution of the traditional telco

This depends on understanding where the operator
can add most value, and where they should partner
with others. Converging networks help the telecoms
industry to evolve in a similar manner to how the IT
industry changed in the 1990s; from proprietary and
vertically integrated, to a horizontal layered model.
Although this removes some of the certainty and
predictability of the close couple between services
and the network performance of dedicated circuits, it
also opens up opportunities for new services and,
with it, new and much-needed revenue streams.

However, beneath the information and service flow, a
mix of technologies will deliver the speed and
bandwidth expected by these new applications: high
speed copper connections, even faster fibre optics,
and wireless networks, including satellite broadband,
third and fourth generation cellular data, Wi-Fi and
WiMAX. These underlying transports will all combine
to meet the increasing demands, and will still,
ultimately, trail user requirements and expectations
by some margin.

More options to the telecoms business could mean
more complexity for its customers. This convergence
is a collision of business models along several layers;
innovation and services for new revenues, diverse
networks to deliver seamless quality of service
connectivity, and infrastructure assets to provide it
economically and efficiently. Rather than trying to
manage all this in one integrated company, as in the
old telco model, there are other ways:

- ‘Servco’: Companies who develop and deliver
compelling services. Many, like Google, have
emerged as leaders from the internet
offering service to consumers; some are
emerging to offer hybrid and aggregated
services to businesses.

- ‘Netco’: Managing a multi-function network
platform for services with the speed and
flexibility of an IT rollout while maintaining
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the quality and availability levels of
traditional telecoms companies. These can be
built on existing operator capabilities,
especially customer care and billing, but will
span multiple types of connectivity—
converged fixed and mobile networks—
reducing risk and complexity for users.

- ‘Bitco’: While many carriers do not wish to
become ‘bit pipes’, it is a valid business
model for raw data transport. This could be
far more efficiently delivered if operators
combined or shared more of their physical
assets—e.g. sharing cell towers, backhaul or
access networks—allowing specialist
providers to emerge as bitcos; for example
fibre specialist GEO.

Traditional telcos could happily evolve into netcos, by
providing the most comprehensive platform for
service delivery. Unfortunately, many place too much
emphasis on the value of network assets or focus too
much effort on trying to create and own services that
are not part of their core competence.

5. Directing new services

Telecoms providers, as netcos, can open a richer
commercial dialogue with their customers through
personalisation, and this will also add value to content
and service creators. The amount of tailoring and
shaping used to hone the user experience will vary,
but there are several characteristics related to
individual users that can be used to ensure maximum
relevance:

- Personal Profile: who is the user, what
devices and payment models do they prefer?

- Personal preferences and recommendations:
what do they like, have they customised their
device or user profile, have they created a
wish list, or sent favourites to others?

- Recent behaviour and activity: what have
they purchased, where have they visited?

- Device or mobile handset functionality: what
are the physical characteristics, such as size,
keyboard, stylus or touch screen and
software attributes such as operating system,
processing capability, browser or other
software available and standards supported?

- Location: e.g. where is the handset and,
hopefully, the user? A precise fix for location-
specific applications such as ‘find my nearest
X’, but even which country or nearest town
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could be valuable in narrowing search or
discovery criteria.

- Time: the current day, date, season or even
time of day can be used to ensure
information is more useful to the user.

When companies began to offer personalised content
and e-commerce services on the Internet in the 1990s,
it was often a blunt instrument. Now the approach is
more subtle and spans across multiple modes of
interaction with a single common customer view. This
means information is available to speed the process
for the user’s, as well as the merchant’s, benefit,
making the process more efficient and increasing its
value through cross-selling, up-selling and pinpointing
service to the point of need.

Done well, this can make it far easier to keep the
communication with the consumer going and
ultimately increase loyalty, without making customers
feel trapped or cornered.

Personalisation in the mobile channel can very
effectively take this approach. A user experience that
works efficiently on the individual’s particular phone,
fits their immediate need and flows quickly with the
minimum number of clicks necessary to find or use a
service, reduces the risk that a user will look
elsewhere.

However, one bad experience—a download that
crashes the phone, a mobile web page that costs too
much to view, or content that, when it arrives,
presents poorly on a mobile screen—will put users off
for good. Operators are in the perfect position to
deliver on this promise; they have all the information
to hand, it just needs to be used effectively and
consistently.

6. Conclusion

Operators have concentrated on building new
networks for the explosion of data they hoped would
take over from their declining voice revenues, but
they did not engage well with their customers to find
out what they really wanted or would pay for.

Similarly they did not do enough to build mutually
beneficial relationships with content providers, but
too often acted as an aggressive, controlling channel.
Economic and competitive market pressures now
indicate operators should now be changing to offer a
trusted and well managed conduit between content
creator and consumer.

The operator is no longer king. The battle is not to be
the “least worst” provider of telecoms services—it is
now to be competitive with all those who are already
competing, and will increasingly compete, in this
space. Telecoms operators have to move from being
sometimes seen as some of the worst customer
experience companies around to compete with those
consumer and business brands that appear at the top
of the list year after year. These brands are the new
competition—and telcos have to provide a customer
experience that is up there with the best.

This is the opportunity that operators could address as
services, networks and devices increasingly converge.
If they can build an electronic commerce framework
for the delivery of new services, take the risk out of
technology decisions and allow costs to be more
tightly controlled, they will have a compelling
proposition for both consumers and creators of
content and applications.

Provided the operator’s offerings are seen as being
solid and non-threatening, this means they can
become an intermediary for the top brands—but
these top brands will not be interested if they believe
that the operator’s user experience will reflect badly
on their own brand.

The challenge is for the telecommunications
companies to re-invent themselves from voice-
focused operators into general purpose network
intermediaries, trusted and valued by both service
providers and service consumers. Quocirca will
explore how this might be accomplished in two
further papers in this series intended to examine this
opportunity for telecoms companies.
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About ATG

A trusted, global specialist in e-commerce, ATG (Art Technology Group, Inc., NASDAQ: ARTG) has spent the last
decade focused on helping the world's premier brands maximise the success of their online businesses. The ATG
Commerce application suite is the top-rated platform by industry analysts for powering highly personalised, efficient
and effective e-commerce sites. The company's platform-neutral e-commerce optimisation services can be easily
added to any web site to increase conversions and reduce abandonment. These services include ATG
Recommendations and eStara Connections. The company is headquartered in Cambridge, Massachusetts, with
additional locations throughout North America and Europe. For more information, please visit http://www.atg.com.
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About Quocirca

Quocirca is a primary research and analysis company specialising in the business impact of information technology
and communications (ITC). With world-wide, native language reach, Quocirca provides in-depth insights into the
views of buyers and influencers in large, mid-sized and small organisations. Its analyst team is made up of real-world
practitioners with firsthand experience of ITC delivery who continuously research and track the industry and its real
usage in the market.
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