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Chapter XVII

Market Configuration
and the Success of
Mobile Services:

Lessons from
Japan and Finland
Jarkko Vesa, Helsinki School of Economics, Finland

Abstract

This chapter introduces a novel analytical framework called Mobile Services Matrix
(MOSIM), which is used as the basis of a comparative analysis between the Japanese
and the Finnish mobile services markets. The results indicate that as the mobile
industry shifts from highly standardized voice services towards more complex mobile
data services, the vertical/integrated market configuration (i.e., the Japanese model)
appears to be more successful than the horizontal/modular configuration (i.e., the
Finnish model). A brief overview of the UK market shows that the leading UK mobile
network operators are transforming the industry towards a more vertical, operator-
driven market configuration. The role of national regulatory framework in this
industry evolution process is discussed.
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Introduction

There is a paradox in the mobile services industry in Europe today: Even though the
industry will be experiencing a major transformation during the next few years, for the time
being the business is going too well for the senior management of many telecom
operators to take action to redefine their business models and strategies in order to be
well positioned in the new era of mobile multimedia services (aka mobile Internet, mobile
data services, or nonvoice services).
Take Finland, for instance. Once the Internet bubble burst and business risks that were
built into the growth strategies of the leading telecom operators were realized, the
growth-oriented senior management was replaced with new management teams with a
strong focus in cost cutting and downsizing. Financial markets expected operators to
clean up their balance sheets after notorious UMTS licence auctions and other unsuc-
cessful attempts to become serious players in the international mobile market. As a result
of this development, Finnish operators have delayed their investments in new services
and networks (for instance, the first UMTS service for commercial use was launched by
TeliaSonera in October 2004, even though Finland was one of the first countries in Europe
to allocate spectrum for 3G!) and sold those parts of their operations that are not
considered to be their core business. Against this background it is easy to understand
why the leading Finnish network operators opt for the current situation where they keep
on making nice profits in the saturated market instead of actively seeking to change the
competitive arena. Although this approach is understandable from individual compa-
nies’ point of view, recently there has been much discussion as to whether this kind of
risk-avoiding strategy will turn Finland into a yesterday’s hero when it comes to actively
building the brave new world of mobile services. Operators can rest on their laurels for
a few more years, but the longer they neglect developing their business models for the
competition of the future, the more painful process lies ahead of them. Some people within
the industry have realized the destructive nature of the current price-driven competition
in the Finnish market: a representative of TeliaSonera expressed his concern that many
of the players in the mobile market are there to cannibalize the market with their aggressive
pricing schemes, not to develop the market in order to secure healthy business also in
the coming years (Tietoviikko, 2004). The industry seems to ignore the fact that the worst
is yet to come, as new disruptive technologies such as voice-over-WLAN, WiMax, and
free Internet telephone services such as the Skype service become increasingly popular
in the coming years, especially now as eBay acquired Skype in order to enhance their
online auction platform.
Unfortunately mobile operators are not the only ones sticking to old voice-centric
business paradigm and earnings logic. Even the national regulatory authorities fail to see
the need to adjust the regulation of mobile markets to the changes in technology and in
the business environment in general. While the mobile phone usage has slightly
increased (i.e., the minutes of use), in mature markets like Finland, the decrease in call
tariffs has led to a situation where average revenue per user has remained flat or even
decreased. Although 2004 was regarded as highly exceptional due to the introduction
of mobile number portability in Finland, there is a widely shared view that call tariffs will
continue to fall at a rate of 20–30%.
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