b atany desk and log into the phione, which

instantly becomes their extension. They
can alsa use vore phones al homeorin ho-
tel rooms, making and ceceiving calls just
as though they were sitting at their desks.
it completely decouples us from loca-
tion—my office is wherever | thpen 1o
be," says Peter Carbone of Nortel, via his
vorr phone. vore alse allows call-centre
operators 1o work from home, making it
easier 1o malch the number of worlers to
fluctuating demand.

If you can’t beat 'em, join'em
Allof thisis a decidedly mixed blessing for
telecoms operators. On the one hand they
‘have heen able to reduce their own costs
by adopting vorr internally to cany calls
around their networks. Telecom Ttalia, for
example; began uvsing votr for all phone
calls berween Rome and Milan tn 2003, re-
ducing costs by 0%, says Stefana Filer,
the comparny's chief technologist. Once 8T
cumpletes its 2151 :Century Network” in
9, all calls will travel across the net-
wmk as vorr calls, though customers will
still be abletouse ‘oldtelephones. Be-
ing able to handle voice calls cheaply, as
jusi anothey stream of dats, is one of the
henefits of building 3 converged network.
On the other hand most operators still
derive most of their revenues from voice
calls, sothe inexorable decline in voice rev-
enue as consumers and companies adopt
vorp strikes right at the heart of their busi-
ness. Ac::nn'hnil to figures from Informa, &
market-researc global revenues
from fixed-fine volce cails weré argund
§s00 billlon in 2005, and daw revenues
were $202 billion. By 2010, it predicts;
fixed-line calls will account for less than
half of operators' revenues in the de
veloped ‘world. lnsiead, their new core
product will be broadband intemet access.
“This is the key dilemma for the tele

cams industry,” says Mr Odlyzko of the
University of Minnesota. *Voice is still
what matiers the most, it is still 70-80% of
revenues for the industry woddwide, and
it’s going 1o zero in price. So how do you
trandle thar tfransition?" Forrester, a con-
sultancy; reportsthat voice revenue is how
falling by 10% & year at France Telecom, 6%
at Deutschie Telekom and 5% at 81, The
same sort of thing is happening in Ames-
ica, japan and other developed countries.
Incumbent telecoms firms around the
world have responded 1o vorr in a num-
ber of ways. Some Middie Eastern coun-
tries have banned vore and blocked access
to'Skype’s website, in order to protect their
incumbent felecoms firms and ensure that
phones can continue ta be tapped (which
is very difficult to do with vore), Butin the
develaped world regulators rake z dim
view of such practices, 50 operators have
had o respond in otherways. To Start with
they ‘switched to new pricing structures,
reducing their call charges and raising their
monthly line-rental charges instead. Many
operators have now done away with call
chargesaltogether andinsiead offer unlim-
ited local, national and even some interna-
tional calls for a flat monthly fee.
Incumbent operators also reluctantly
began launching low-cost vour services of
their own, because their customers were
defecting to voir providets, and a vomr
customér is better than no customer atall,
“Obviously, evenif it disturhs the business
model of traditional voice, you cannot
stop it—it's ridicufous to fight against pro:
gress, " says France Telecom's Mr Lombard,
Instead, he says, incumbents musi now try
to capture as much a3 possible of the new
woir market. Far examplé, France Telecom
has differentiated lself trom vore compet:
itors by using the technology as the basis
of its new "Vuix Haute Définition” thigh-
definition volce) service,- which enables
hi-fi quality audio connections between
snbseribers. Otheroperators, including 8T,
have launched similar products. Oper-

ators atound the world, including AT&T

and Verizon in America, also offer voir
services which customers can use over
any broadband connection,

~ Bundling provides incumbent. oper-
atory with another defence against Voie.
They might chopse (o offer subscribers a

trip!wiay bundle in which voice ‘is:

“free"~1u, the subscriber pays only for the
broadband and television services at the
usual rates, Some cable compantesand al
ternative aperators (which run fixed-line
phone aetworks in competition with i
cumbents) are dleeady doing this: Free Te

lecom m France, for example, fncludss un-
limiled national calls to fixed-line phones,
as well as a selection of free television
channels, withits broadband service. Con-
versely, some firmsoffer free broadband
telephone subscribers. Of cmnsa.nuﬂung
is teally free, insists 8T's Mr Verwasyen.
"Where voice, data and video are inter-
changeable, It's very difficult to allocate
cost 1o one service-or another,” he says.
“The word ‘free' can only be used once,
and youwcan randomty choose the compo-
nent youmake

Mr Wegleitner at Verizon thinks the
threat from firms like Skype and Vonage is
overstated, because 1hey tannot offer the
same mnge of services as a netwark aper-

% uestion the long-term viability of
llwsa solutions,” he says. “Can 8 vore sup-
plierreally compete with a full-service pro-
vider itke a telco or 4 cable company?’ On
this view, the real threat to incumbents
comes more from cable pperators offering.
cheap (or “free™ vore sexvices than from
pure-play vore companies.

But Mr Zennstram fnsists his company
wslls:ayahaadoftheganm'lhlshasnm
moved on 1o enhancing communications
in new ways, hé says, by intégrating voice
calls with videoconferencing, instanl mes-
sagng, “presence” services that show
whether someone. i§ available, file twans-
fers and other socialmetworking and
collaberation tools. “Beyond the zero price
pain! you need to start oifering better ser-
vices, unleashing and enbancing tele-
‘phony using 1» networks," he says.

"Proubleinthe air

Even If their voice revenues vanish alto-
gether, fixed-tine operators do at least have
a booming new busingss ip the form of
bmoadband intérnet access, global reve-
nues from which will grow from $202 bil-

lion in 2005. 10 $410 billion by zon. In-

forma predicts: That will help to make up

for the decline of voice; and some oper-
‘ators believe that new brogdband services
such as televigion will actually enable

them to increase their overall mvenues:

‘Mgbile operators, however, are in @ very

different position. They rely even more
heavily than fixed-line apemtors on reve-
nue from voice calls, and despite years of
effort and the construction of new high-
speed “third-generatlon” (30} nerworks,
they hsave been muable ta convince their -
subscribers to embrace dasa services:

This makes them extremely vulnesible
ta the spread of vowr to'mohile phores.
‘Comvergence of networks implies conver-
gence of prices, arpues Gyfus Mewawalla, »



