»  As well as cotting costs by replacing
‘many - separate networks with @ single,

converged one, telecoms operators: will
alsoincrease their agility, suggests B1’s Mr

Verwaayen. Offering lcw-pnced bundles

‘of services will attracta certain number of
customers, he says, but the real benefir of
convergence is its potential to make en-

tirely new services possible. “In the past.

you could make a map of what your ¢us-
tomers wanted going farward. But nowa-
days it's like the fashion business: moods
change, and it's hard to predict)" he says.
Convergenice, he adds, is “the only way [
know to be flexible and agile, so it doesn't
mattet if customers change their minds.”
Inevitably, operators will continue 40
launch some services for-which demand
tums out ta be low, but convergence
should make it easier and cheaper (o' ex:
periment, and thus to find new services
that people actually want.

Bundle of joy
And, of course, offering bundles of con-

vmg!dservmnmkescustmleﬁ'

likely to defect and saves money on mar-
keting and customer acquistion, because
many services can be advertised and sold
together. Bundling services together also
makes sense on basic econommic

observes Mr Odlyzko of the University of

Minnesota: “§t means you tan exploit un-
even preferences for different goods.” De-
mand for bundiesis more pmdlctable than
demand for Individual services, and cus-
tomers who might not find individual ser-
vices attractive may be prepared 16 buy the
whole bundle, Bundling
of individual services, and a single bundle
appealsto dlffmm:nmcmm for different
reasons. This also makes bundles more
profitable, because people may end up
paying for services they do nor want.

But everyone is doing it, and. by defii-
tion, not everyone can be more competi-
tive, more agile and beuer able to attma
new customers and refain existing ones.
Figures from the 0£co show that house
hold spending on communications, hav-
ingrisen during theaggos as peaple signed

up forinternet access and mobile phones,.

hasbeen Nat since 2000. The same is true
of spending on recreation, which includes

television, DVD sales and rentals, and cin-

ema-ticket sales (see chart 7).

* A5 vorr has driven down the cost of
fixeddine telephony, consumers have
speiit more on mobile phone callsinstead,

says Ruperi Wood of Analysys! but their-

overall spending on voice calls has stayed
roughly constant. Sothe coming fight be-

s the prices:

iween converged operstors of various
kinds will be gver the allocation of exist-
ing spending. Nobody seems o be uffering

anything new that will increase1he overall
size of the pie.

Despite the evidencs to the contrary,
everyone seems{o ‘they can win. YAt
the moment, the stockmarket valuations

-of both teleos and the cable companies

seem to assume that each side is going to
win close to 100% of the market,” says Mr
Odlyzko. Something similar happened
during the felecoms boom of the late
19905*dozens of mmpanies buily identical
long-haul! fibre netwarks, each assuming
that they would win 20% of the market. As
a result, mostof them went bust

This time around, convergence will
have the effect of intensifying compe-
tition, dividing the industry into winners
and losers and leading 1o a round of fur
ther consolidation. So who will do best?
Not simply thos¢ who embrace conver-
gence most quickly to benefit om te-
duced costs and grearer agllity; there are
ather Gxetors, 100,

The first is flexibllity. Not everyone
wants to buy a bundle of services, 5o oper-
ators must allow customers o pick and

thoose the services they want. “We locked
atmmany carriers across the globe, and gen-
erally speaking there is a category of cus-
tomers that want 8 triple-play, but overall
most custamers preferred single-play and
double-play, mixing offers from different
players,” says Mr Zibi of Pyramid Re-

search. The most successful operators, he
says, are those that haveé the technology to
offermulfi-play service bundles, “but offer
those services in such a way that the con-

sumer is the one making the choice—they
don't push a specific bundle, or force ser-
yices on consumers that they don't neces-
sarily want."

Mr Barrett at Parks Associates has come'
ta.a similar conclusion. In'a suyvey of
American households with broadband,
43% said they had not subscribed to a
multi-service bundle hecause they wanted
to make specific choices for different ser-
vices. lntriguingly, Ihlssuggesls that there
will tontinuz to be a _role lor companies.
that specialise in parficular services, such
as satellite television or mobile Mephnny,
and do not offer the entire triple-play or
quadruple-play package. “The triple-play

hasn’t been an overwhelming success so-
far," says Mr Wood. “It's driven by oper-
ators’ desire for it to wotk, rather than real
demand. So'there will still be demand for
single-service suppliers, and for single ser-
vices from suppliers who also offer the tri-

ple-play.™
The customer is king
Crucially, to get customers to sign up for
three or four services, each of those ser
vices must be competifiveand auractive in
its owm right, says Mr Zibi. “The heauty of
convergence as we See itisn't So much that
you ¢tan sell multiple services to 4 cus-
fomer, but that you can aflow them 1o mix
and match whatever services they want,”
he says. Sol Trujillo, the boss of Telstra,
draws an analogy with shopping, Some
people wani simplicity, he says, and prefer
ta have everything in one place. as in a
mall or a department store. But others
prefer to dosome shopping in the mall and
toseek outspecmlislshups [Dtspeaﬁc pro:
ducts. “So you have to allow both & la carte
and integrated capability,” he says.
Secondly, for conveggenge 10 work it
has to be simple for the consamer. This is
samething that every fechnology firm
sists is a top priority. Bul thewr products,
and their users, suggest otherwise. “I'm
sure if you go to same lebomtories some-
whert, they can show you ¢aller ip onthe:
Tvscreen.The chal!enge 1510 take the teghs
nology and male it really simple, 50 our
mothers and fathers can use it says
Skype's Mr Zennstom. Making Ireg phone
calls overthe internet has been technicsally
feasible for years, butitonly really took off
with the arrival of Skype. which made it
easy. " We try to make things really simple,
so you don't need 1w be an engineer o sy w



