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Definitions

Telecommunications in the broader sense:

transmission of any kind of data (text, charts, pictures, audio, video, voice)

Telecommunications in
its stricter sense: 

Two-way communication
between some/few
subscribers

Broadcasting:

One-way transmission of 
contents from a sender to a 
variety of receivers

Information technology:

all technologies based on digital technology and microelectronics

Source: Zerdick, A.; Picot, A.; Schrape, K . et al (2001)  
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Positive Feedback

The cycle of positive feedback The implications of positive feedback
on competition
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Source: Zerdick, A.; Picot, A.; Schrape, K . et al (2001)  



24/11/2003 Prof. Dr. Dres. h.c. A. Picot 6

INSTITUTE FOR INFORMATION, ORGANISATION AND MANAGEMENT
Prof. Dr. Dres. h.c. A. Picot LMU

Some interesting principles

Moore's law Gilder's law Metcalfe's law
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Development of the value added chain in the
telecommunications market

Time

Intelligent networks

Telecommunications sector

Simple telecommunications value added chain

Provision 
of
transmission
lines

Provision
of IN 

switching
equipment

Introduction
of basis
service

Introduc-
tion of 
network -
dependent
integrated 
service

Billing and
customer

care

Introduction
of network -

independent 
integrated 
service

Acquisitions
provision
of point 
of sale

Introduc-
tion
of value –
adder
services

End
Consumer

Implemen-
tation of
transmis-
sion
service

Introduction
of network -

dependent
integrated 
service

Introduction
of basis
service

Billing and
customer

care

Introduction
of network -

independent 
integrated 
service

Acquisitions
provision
of point 
of sale

Introduction
of value –

adder services

End ConsumerProvision 
of network

Implemen-
tation of
transmis-
sion
service

Provision of
network

Implementation
of transmission
service

Billing and
customer care

Acquisitions
provision
of point 
of sale

End Consumer

Source: Zerdick, A.; Picot, A.; Schrape, K . et al (2001)  
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Value added chain in the telecommunication market
Vertical (dis)integration
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Convergence in the TC, IT and media sector is a two stage
process

telecommunications information technology

media

1 1first stage of 
convergence

2

second stage
of

convergence

Source: Zerdick, A.; Picot, A.; Schrape, K . et al (2001)  
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Convergence changes technologies, applications and markets

Examples of convergence

Implementation of different services and applications on a single platform
Example: Convergence of data and voice communications
- Internet telephony -

Convergence of network technologies
Example: Convergence of fixed and mobile networks
- O2 Genion service – phones for both applications -

Merging of industries into one market
Example: Convergence of telecommunications, IT and media sectors

Base for convergence: digitalization and development of the Internet
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The convergence of communications services is closely
linked to the internet

change in the meaning of
communications
services

continuous improvement
of data quality

multimedia options of the Internet

increase in 
transmission
capacities

•Internet & multimedia
•Internet telephony
•e-commerce
•mobile phones

advantage in costs
concerning transmission
activities increase in the

number of 
Internet users

Lack of Internet-based
voice phone
service

But:
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Towards a new value added structure
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Current development on the German telecommunication
market

Development of the number of telecommunications service providers
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Current development on the German telecommunication
market

Fixed-network customers, 
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cable TV
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Current development on the German telecommunication
market
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Current development on the German telecommunication
market

Development of subscribers` numbers and forecast in mobile services
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In international comparison the
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(62,1%) and Eastern Europe 
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Deregulation leads to an increase in competition in private 
and corporate customer sectors

Structure of competition on the German market (2003)

Long-distance 
international callsLocal calls

Deutsche Telekom ↓
Service operators ↑
city network operators
(e.g. Netcologne)

Deutsche Telekom ↓
national and international
operators of own
networks↑
service operators ↑

Deutsche Telekom ↓

national and international
operators of own networks ↑

private customers

corporate customers

Decrease in market power↓

Increase in market power↑
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Current development on the German telecommunication
market

Market share of minutes of connection in fixed-telephony networks
(1st quarter of 2003)
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The new European directives

In March 2002 the European Parliament and the Councel adopted four directives
and one decision to be implemented by EU members national governments until
July 25th 2003:

Radio Spectrum Decision

Access Directive

Authorisation Directive

Framework Directive

Universal Service Directive
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The Markets for ICT in Europe and around the World
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The Markets for ICT in Europe and around the World

Western Europe ICT market growth by segment 2002- 2004, in %
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The Markets for ICT in Europe and around the World
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Developments and directions in telecommunication markets
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Distribution of broadband internet access in % of private 
households (2003; 2008e)
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Broadband subscribers (end 2002)
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Broadband Prices
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Overall 
subscription 
charges are 
important

But factoring in 
the speed of the 
connection and 
income is the 
more telling story
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The telecommunication industry is confronted with
difficulties – Many players do not earn their cost of capital

US Telecommunication Players WACC vs. ROIC (2002)
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Telecom`s Paradoxon

Telecom industry is in crisis in the midst of 
technological progress and strong user

demand

Source: CITI (2003)
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The telecom industry is confronted with difficulties

• Telecom capital spending is down by two thirds since 2000, threatening future
innovations.

• Some European companies must earn $10 million a day for debt service.

• Telecom firms face costlier access to financial markets, as investors adjust their
perception of risk.

• Cellular is reaching saturation, while 3G lags behind projections that led to 
extravagant auction bids in Europe

• Equipment firms face bankruptcy unless investment picks up

• R&D and innovation are slowing down, with long-term implications

• Investment slowdown and cost cutting is leading to decline in service quality

How can the telecom industry cope with the new situation?
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How can the telecom industry cope with the new situation?

• New sources of revenues

• The impact of economies of scale is significant. At least 
an the network level, oligopolies seem to be more
sucessful in fixed and in wireless.

• Review of strategic positioning

• Network outsourcing opportunities have to be considered
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New Sources of Revenues

• In 2002 German subscribers sent 21 billion
shortmessages via SMS and recently also via MMS 

• Short message services share nearly 14 % or more than
2,5 billion euro of providers´ sales revenues (in 
comparison to 12,4% in 2001)

• As shown the number of broadband accesses is rising
rapidly

• The traffic in mobile communication is still rising (voice
and data)

• New services will offer new business opportunities; 
experimental approach needed

http://www.jamba.de/def/slp.do?XY=P6psCVHKGB|7735625953158043590/168428313/6/7501/7501/7502/7502/7501/-1&displayContent=storage/view/de/de/image_gmsg/GoodNite.gif&displayInterpretTitle=Good+Nite&displayCatpath=root/de/de/logo/bildnachrichten/top/Good_Nite.gif&displayMimeType=image/gif&step=sp&pn=000020043&doc=l_0785970&catid=l_85376
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The industry structure comprises too many players

Exemple wireless telecommunication: link between number of competitors
and EBITDA Margin – also true for other telecom areas with high network and 

scale effects
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Economies of Scale in the wireless industry

Cost per Sub vs. Subscribers (National Operators USA)
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Different strategic positionings are possible

• „bit-pipe“
concentrate on traditional key competences thereby
becoming utility providers who offer transmission
capacities as a kind of physical infrastructural layer for
manifold specialized suppliers of intermediate and 
endcustomer services in telecommunications

• „comprehensive service provider“
evolve into vertically integrated value added generator
with broad service portfolio, direct contact to the
endcostumer and control over the entire value chain

• „platform provider“
concentrate on design and operation of technologically
advanced network, IT and service infrastructure as basis
for third party service provisioning
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Currently, each strategic option evokes open
questions

• bit-pipe

– profitability?
– revenue sharing?
– monopoly and regulation?

• comprehensive service provider

– too large a portfolio of necessary horizontal and vertical
competences to be manageable?

– efficiency problems due to lacking scale and synergy
advantages?

• platform provider

– sustainable competitive advantage possible?
– revenue sharing?
– access regulation?
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Outsourcing considered in some cases/
in mid term future

Kept in houseNetwork Outsourcing Opportunities

Network IT Products &
content

Customer Care
& Billing

Marketing &
Sales

Architecture design
System selection

Pricing
(Product Marketing)

Product/ Service
definition (Product Mkt)

Plan /
Design

customer segmentation
service level definition

billing requirement
specificationDemand Management Service delivery

platform development
Branding

Network planning and
architecture

Product (Systems)
management, QM

Distribution channel
management

Network tuning/
optimization

Development /
programming

Service delivery
platform operations

Billing mediation Advertising

Operate

Network operators Application operations
core system

Content bundling Billing operations Points of Sale

Network maintenance Solution provisioning for
corporate customers

Call Center, inbound
(techn/premium support)

Application and
Content development

Infrastructure
installation

IT Operations Application operations Call Center, inbound
(regular support)

Logistics

IT Infrastructure/
Data Center

Call Center, outbound
and overflow

Applications operations
support systems (fin./admin

Bill printing
distribution)

Source: Eikelmann
(2002) Generally outsourced or under construction already or delivered in par
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In the end the markets will 
decide what strategy

will prevail
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Thank you for your attention
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