
Over the last 30 years, mergers and acquisitions have consistently 
shaped the Telecoms, Media and Technology (TMT) competitive 
landscape. The current opportunities derived from ‘convergence’ 
— the bundling of disparate communications, entertainment and 
utility services in single, customizable packages — will prove to be an 
important factor in M&A activity for 2016. 

Many of the risks associated with convergence are still difficult to 
anticipate, and the ways in which TMT players choose to adapt to the 
convergence era will determine whether they can survive long-term. 
Some of the issues include:

�� New business models may fail to find traction with consumers.

�� Some promising technologies may be superseded by cheaper or 
more efficient solutions.

�� New services may incur greater regulatory and competitor 
scrutiny. 

Convergence must become an offensive strategy 
In the last decade, telecoms operators have added more non-
traditional services to their portfolios, targeting needs and 
applications that touch all aspects of their customers’ lives. Through 
acquisitions and partnerships, their footprints are extending further 
away from their core competencies. In order to optimize returns on 
their investment in convergence offerings, they will have to make 
fundamental changes to their business models.

According to BMI Research, convergence has mainly been a 
defensive strategy, as operators have resorted to bundling services, 
either to stem losses in a declining market or to compete against 
a strong competitor. With the rise in the use of connected devices 
(e-readers, cars, smart heating solutions, etc.), operators have the 
opportunity to make convergence an offensive strategy. 

Convergence demands scale... 
Convergence has become a core strategy for telecoms operators 
in developed markets. Making consumers accustomed to having 
several services on a single plan helps operators add more services 
to customers’ monthly bills.

In situations where lack of reach impacts an operator’s ability to 
move to quad-play or convergence, it may buy rivals that provide 
complementary service coverage. For example, Vodafone’s purchase 
of Kabel Deutschland in Germany combined the former’s nationwide 
mobile service with the latter’s deep metropolitan cable TV and 
wireline broadband service to create a player capable of effectively 
competing with incumbent Deutsche Telekom.

While this approach has proved successful, it is also a highly capital-
intensive strategy, requiring billions of dollars not just to acquire 
competitors but also to subsequently integrate access networks, 
billing systems, workforces etc. and to develop the software that will 
seamlessly deliver disparate services in a single package. 
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...But increased scale means increased risks 
Infrastructure-centric convergence strategies are highly risky as 
these are long-term investments in assets that depreciate in value 
very quickly and require constant modernization. This is a risk 
because, unless operators develop services that customers actually 
want and will pay for, they can quickly lose ground to smaller, nimbler 
players.

Over-the-top (OTT) services pose a great risk to infrastructure-
centric convergence strategies. Netflix has proved extremely popular 
due to its focused content catalogue, low monthly costs, negligible 
contract windows and the ability to access content anywhere on any 
device. In the U.S., Netflix’s appeal to the latest generation of house-
owners and TV bill-payers is reportedly leading to cord-cutting 
amongst the under-40s while under-20s are increasingly likely to 
be “cord-nevers,” switching network provider when needed but 
still taking “their” content with them. If the Netflix effect is replicated 
globally, then infrastructure-centric players lacking an appealing 
service portfolio risk future returns on investment.

Shifting regulations also a threat 
Another risk that convergence-bound players must consider is 
the fact that industry regulations are not immutable. A change in 
government or in laws could lead to a retrospective annulment of 
a merger or a demand for unpaid taxes relating to a past deal. New 
ideas on how to prevent market dominance could see merged 
companies required to retrospectively unbundle particular aspects 
of their networks and services, potentially undermining the 
effectiveness of mergers, partnerships and investments.

Netflix’s global expansion is welcomed because it increases 
consumer choice, but it faces the prospect of increased taxes levied 
by governments keen to protect their local content production 
industries and broadcasters, or to limit “foreign” content in their 
catalogues.

TMT players also seek to tap the power of advertising to reach and 
monetize a wider customer base. In the U.S., Verizon’s purchase 
of AOL is a case in point, enabling it to apply AOL advertising on 
broadband, mobile and TV services it provides to its U.S. customers. 
Its more recent pursuit of Yahoo! would allow it to go after a different 
demographic within the same market.

Finance sector attractive but risky 
Mobile financial services (MFS) are excellent tools for banks and 
mobile operators alike to attract new customers and retain existing 
clients without incurring high capital costs. MFS have proved 
particularly popular in Sub-Saharan Africa, where Safaricom-owned 
M-Pesa is the market leader.

There are considerable risks to investing in online banking services, 
regardless of the platform and mode of access. Players need to invest 
heavily and continuously in advanced security measures, which 
involves costly hardware, such as servers, data centers and high-
speed infrastructure. It also necessitates continuous updating of 
authentication and anti-virus software. Failure to do so increases the 
risk of security breaches and fraudulent money transfers. Insurance 
companies will be taking note of such incidences, and banks 
operating in perceived high risk markets could face higher premiums 
in the future.

Online financial services also face the risk of changing regulatory 
requirements, particularly with regard to customers’ personal 
data. Where and how such data is stored will come under greater 
scrutiny at the judicial and industry level. Many developed markets 
increasingly prefer that data be stored locally and not in anonymous 
data centers overseas where local governments could legally 
demand access to such data. Adhering to new regulations will result 
in added cost for online financial services providers, especially where 
local data centers and IT standards do not meet the standards of all 
players.

One solution is for operators to buy or become banks themselves. 
Norway-based Telenor is moving aggressively along this route and 
has bought banks in Serbia and Pakistan and is looking to buy banks 
or acquire banking licenses in other (predominantly Asian) markets 
where it operates. Rival Vodafone has pursued a banking license in 
India, where it is a leading mobile operator; like Telenor, it hopes to 
benefit from having in-house expertise needed to deal with future 
regulatory and business risks as they arise.

http://go.ooyala.com/rs/OOYALA/images/Ooyala-Cord-Cutters-and-Cord-Nevers.pdf?mkt_tok=3RkMMJWWfF9wsRonu6rBd%2B%2FhmjTEU5z16OQkX6C3gokz2EFye%2BLIHETpodcMSMZgNK%2BTFAwTG5toziV8R7TBK81ly94QWRPn
http://www.cnbc.com/2015/06/23/verizon-closes-aol-acquisition.html
http://www.cnbc.com/2015/06/23/verizon-closes-aol-acquisition.html
http://www.forbes.com/sites/danielrunde/2015/08/12/m-pesa-and-the-rise-of-the-global-mobile-money-market/#64483dbf23f5
http://www.forbes.com/sites/danielrunde/2015/08/12/m-pesa-and-the-rise-of-the-global-mobile-money-market/#64483dbf23f5
http://www.telenor.com/media/press-releases/2014/telenor-opens-serbias-most-available-bank/
https://www.telenor.com/media/articles/2016/telenor-announces-100-ownership-of-tameer-microfinance-bank/
https://www.telenor.com/media/articles/2016/telenor-strengthens-mfs-footprint-through-prabhu-acquisition/
http://www.ft.com/cms/s/0/3fd858d6-4677-11e5-b3b2-1672f710807b.html#axzz4IBhxZyU4


Internet of things and the cloud 
Central to the convergence story is the advent of cloud computing 
and growing interest in the internet of things (IoT) as a service delivery 
model. The notion of remote computing — centralizing processing 
power and storage solutions in an external, independently managed 
facility — is appealing because it allows convergence players to 
massively scale up their reach and delivery channels with very little 
investment. Meanwhile, the ability to connect multiple smart devices 
to the internet via a point of access controlled and monetized by a 
converged service provider is also highly attractive as consumers can 
justifiably be asked to pay more for a connection.

However, regulatory and security risks abound. The most obvious 
risk is that “things” being connected to a converged player’s 
network or service may not be secure and could provide an open 
channel for networks to be infiltrated, hacked or disabled by criminal 
organizations, rogue states or lone wolves. As with the financial 
services sector, regulations may be enforced retrospectively for 
players to set in place a particular level of security and to safeguard 
consumers’ personal data.

The IoT regulatory landscape is not fully developed and future 
regulations, policies and standards could be found inadequate to the 
service level requirements of the future. Players could be at risk from 
lawsuits brought by governments and consumers claiming a lack of 
protection from threats not yet identified or considered.

Summary 
While opening up many new diversified revenue opportunities, 
convergence-focused strategies also bear a lot of financial, 
regulatory and competitive risks, many of which are not yet fully 
understood. Some risks are yet to become apparent. New business 
models may fail to find traction with customers. Promising new 
technologies may be superseded by cheaper or more efficient 
solutions sooner than expected. Market dominance could bring 
greater regulatory scrutiny. Innovations can increase companies’ 
exposure to intellectual property litigation. The list of potential risks is 
extensive. However, for those that get their convergence strategies 
right, the rewards can be great.
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