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Glossary of Terms

Strate right et al (1992

Top management's plans to attain outcomes consistent with the

organisation's missions and goals.

Strateqgic Pathway (Finlay (2000

The pattern of actions used to attain a strategic goal.

Strategic Goal (Finlay (2000))

A general statement of organisational direction : where it wishes
to go and when it wishes to get there.

Strateqic Planning (Finlay (2000

The systematic process by which the results of strategic
thinking are formalised and plans devised to support strategy

implementation and control.

Strateqgic Management (Finlay (2000))

The process of managing the mix of goals and the strategic
pathway that serve to define what the organisation Is (or wishes
to be), where it is going, when it wants to get there and how in
general it is to get there. It also includes the processes of
monitoring and controlling the strategy of the organisation.

Stvles of Strateqgic Management (Mintzberq and Waters (1985

Planned
"Where senior management (executives) articulates precise

intentions and embodies these in formal plans that set out
precisely, the actions required from managers below them in
the organisation. Consequently, senior management continues



to exert control, by monitoring actual performance against pre-
determined plans.

Entrepreneurial
Where the organisation is under the personal control of the

leader and strategies flow from the unarticulated vision of a

single leader.

Ideological
In this style, strategies are the intended patterns in action,

expressed in collective beliefs. Senior managers articulate
inspirational and relatively consistent beliefs that govern the
actions of those lower down the organisation's hierarchy and so

become the strategy. The ideology embodies the organisation's
intention and control is via indoctrination and socialisation.

Umbrella
With this style, the leaders define the overall targets and set the

boundaries within which managers lower down the organisation
hierarchy, actually formulate the content of the strategy. Control
IS exerted by monitoring achievement against target and
behaviour against the boundaries.

Process
Here, the leaders control the process of strategy and leave the

contents of the strategy to those lower down in the
organisation's hierarchy. Control is exerted through keeping
people to timetables and through managing resource

allocations.

Unconnected
In this style, there is either no central intention or groups of

people produce strategies in direct contradiction to central
intention. The firm's strategy therefore flows from a collection of



unconnected - strategies, formed -by groups within the
organisation.

Consensus
This style demonstrates that people in the firm converge on a
common theme through agreement with each other, without any

central managers directing them. Strategies are seen to emerge
without prior organisational intention.

Imposed
In this case, this occurs where the environment dictates what

has to be done.

Generic Strategies (Porter (1985))

Low cost leadership : striving to become the lowest cost producer
within the market. (Require fairly unique capabilities to achieve
and sustain their low-cost position).

Differentiation : Striving to create and market unique products
and services for varied customer groups and in the process
-commanding a premium price. (Strategies dependant on
differentiation are designed to appeal to customers with a
special sensitivity for particular product attributes).

Focus : Striving to have special appeal to one or more groups of
consumer or industrial buyers, focusing on their cost or
differentiation concerns. (A focused strateqgy of either low cost

or differentiation, attempts to satisfy the needs of a particular
market segment).

X1



Typical Forms of Strategy (Pearce and Robinson (1997))

Concentrated Growth
A firm that decides to develop a strategic emphasis on
iIncreasing market share through concentrating on Concentrated
growth (market penetration strategy) is the strategy of a firm
that directs its resources to the profitable growth of a single
product, in a single market, with a single dominant technology.

Market Development
A strategy of market development allows the firm to practice a

form of concentrated growth by identifying new
demographically, psychographically or geographically defined
markets.

Product Development
A strategy of product development involves the substantial

modification of existing products or the creation of new but
related products that can be marketed to current customers

through established channels.

Innovation
A strategy of innovation involves the firm seeking to reap the

initially high profits associated with customer acceptance of a
new or greatly improved product. Then, rather than face
stiffening competition, as the basis shifts from innovation to
production or marketing competence, they search for other
original or novel ideas.

Horizontal Integration
This strategy involves a firm attempting to grow through the
acquisition of one or more similar firms operating at the same
stage of the production-marketing chain. Such acquisitions

X1l




eliminate competitors and provide the acquiring firm with access
to new markets.

Vertical Integration
This strategy involves a firm acquiring a firm that supplies it with
inputs (backward vertical integration), or by acquiring a firm,
that is their customers (forward vertical integration).

Concentric Diversification
A strategy of concentric diversification involves the acquisition

of businesses that are related to the acquiring firm in terms of
technology, markets, or products. The selected new business
would posses a high degree of compatibility with the firm’s

current businesses.

Conglomerate Diversification
A strategy of conglomerate diversification involves a firm
acquiring a business because it represents the most promising
investment opportunity available. The main concern of the
acquiring firm is the profit pattern of the venture, and little

concern is given to creating product-market synergies.

Turnaround |
A strategy of turnaround involves a firm, which is in a situation

and represents absolute and relative-to-industry declining
performance of a sufficient magnitude to warrant explicit
turnaround actions. Turnaround situations may be the result of
years of gradual slowdown or months of sharp decline.

Divestiture
A strategy of divestiture involves the sale of the firm, or a major
component of the firm. Prospective buyers must be convinced
that because of their skills and resources, or because of the

X111



firm’'s synergy with their existing businesses, they will be able to
profit from the acquisition.

Liquidation
A strategy of liquidation is where the firm is typically, sold in
parts, or occasionally, as a whole. It is sold for it's tangible
assets and not as a going concern. The owners and strategic
managers are admitting failure.

Joint Ventures
A strategy of joint venture involves two or more firms creating a
third firm through a co-operative arrangement. In this case, the
firms share the costs, share the resources and share their
respective know-how, etc, in order to create and operate a third
firm for the mutual benefit of the co-owners.

Strategic Alliance
A strategy of strategic alliance involves two or more firms

entering into co-operative agreements through licensing,
franchising, outsourcing. Here, strategic alliances are
distinguished from joint ventures, because the companies do
not take an equity position in one another. Most arrangements
involve patents, trademarks, or technical know-how that are
granted to a licensee for a specified time in return for a royalty
or avoiding tariffs or import quotas.
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Abstract

The global telecommunications marketplace has witnessed considerable and
unprecedented changes in the past twenty-five years, so much so, that comparative
recognition of most telecommunications fixed-link network operators is impossible.
Consequently, industry structures, market specific structures and the internal
operation of dominant firms have been transformed by visionary strategic directional
changes. Demonstrably, the impact of national strategic intentions have identified
clear shifts away from predominantly monopoly structured - highly bureaucratic,
labour-intensive and government-run service providers, towards distinct regulated
markets - supporting increasingly competitive, innovative and market-led
organisations. With this in mind, this study considers the nature of organisational
strategic evolution and its associated consequences on the UK incumbent BT, since
UK telecommunications privatisation. A case study approach was adopted, with
face-to-face interviews being carried-out with senior executives, using semi-

structured questionnaire checklists. Grounded theory was applied during the analysis

of data and results presented an historical examination, analysis and collation of the
evolving nature of the strategic behaviour of the firm. Hence, BT was seen to evolve
from a dormant, fat, inward-looking and inefficient organisation, towards a more

dynamic, forward thinking, creative and global firm. Concluding remarks allude to
company-specific characteristics of cultural and structural behavioural changes and
the development of three conceptual frameworks, which relate to: - industry
restructuring; evolving strategic focus of the incumbent; and evolving corporate

level strategic decision making at BT.
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Chapter 1

Introduction to Study



1.0 Introduction to Study

1.1 Introduction

This study is in nine parts. This first chapter briefly considers some
contextual issues relating to privatisation in the UK telecommunications
industry and concludes by stating the main aim of this study. The second
chapter reviews a selection of academic literature, which has a bearing on
the central focus of the study and concludes by stating the research
objectives of the study. The third chapter considers the evolving UK
telecommunications industry and an environmental analysis is conducted
identifying evolving industry trends. The following chapter identifies the
research methodological issues that were considered in addressing the main
study aim, the associated research objectives of the study, and identifies the
process adopted for data collection. The fifth chapter considers data analysis
techniques and indicates the approach selected, in terms of the collected
data. Chapter six presents the results of the study and discusses these in
relation to extant research. The seventh chapter states the conclusions of the
study in terms of the research objectives and thereafter, chapter eight

identifies the contribution of this study in relation to adding to the existing
body of knowledge. Chapter nine states recommendations for further
research. Hence, in order to outline the forthcoming structure of this study

Figure 1.1 has been generated.
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1.2 Introduction of Privatisation in UK Telecommunications

The world's first commercial telecommunications operations were

established with a telegraph line connecting two areas in London, in 18309.

Thereafter, in 1876 when Alexander Graham Bell first patented the
telephone, governments from across the globe have - to é greater or lesser
extent - been involved in the provision and management of
telecommunications networks (Dimson and Marsh, 1987). Consequently,
with a history of constant intervention and regulation in the provision of
telecommunications se&ices, the market structure within most countries was
until recently, based around governments providing Post, Telegraph and
Telecommunications (PTT) services ‘under the one umbrella. In this vein, the
principle that only a single provider could ensure universal access, at
affordable prices was prevalent in the telecommunications indust;y for moré
that a century. Other industries falling into this category include utility

operators (water, gas, electricity) the airline industry, the coal industry, the

steel industry, efc.

Economic theory characterises such behaviour as that of a natural
monopoly, which implicitly suggest; that under certain conditions a
monopolistic market is likely to emerge, e.g. Sawyer (1981); Baumol et al
(1982); Griffiths and Wall (1997); Sloman (1998). In this type of envir;)nment,
at one extreme, high barriers are placed before potenlial competitors
attempting to enter these protected markets and at t;le other, public control

and government intervention prevents the monopolist from abusing their



respective position. Hence, monopoly market structures were prevalent in
many of these industrial sectors, including the telecommunications sector, up
until the mid-1970's. Unfortunately however, not everyone would agree that
the oversized bureaucratic hierarchies of the combined - Post Office and
Telecommunications - was the most efficient or indeed, the most economical
of structures for capitalising on evolving telecommunications markets. Such
characteristics, which were evident in the UK PTT, have recently come under
a considerable degree of criticism by a number of practitioners, e.g. Pitt

(1980); Littlechild (1983); Baker (1983) and Noam (1992).

Against this backdrop, following Judge Greene's decision to break-up the

monopoly of US telecommunications service provision in the late 70's,
deregulation was to transform both governmental and organisational

strategic behaviour of incumbent monopolies - on a global scale (Littlechild,

(1983); Galambos (1988)).

Notwithstanding this landmark decision, in 1979, the UK electorate chose a
Conservative Government led by Margaret Thatcher, to run the country.
Prime Minister Thatcher was subsequently to introduce legislation in 1981,

(in the form of The 1981 Telecommunications Act) to separate
telecommunications  from  postal activites. The running of
telecommunications, in particular, the fixed link voice telephone network, was
to be operated by British Telecom, with the Post Office retaining the

operation of postal services. Additionally, in 1982, Mercury plc was licensed



as a Public Telecommunications Operator (PTO) as a first step towards the

government's objective of introducing industry competition in the UK (Bruce

(1987); Carney (1987); Van Der Merwe (1987)).

By November 1984, further liberalisation of the telecommunications market

had been introduced, thereby breaking the monopoly on: the supply of
customer premises equipment and the supply of *packaged solutions® in the
area of Value-Added Network Services (VANS). Furthermore, a regulator

was established for the UK telecommunications industry - the Office of

Telecommunications (Oftel) - and British Telecom was privatised with the
first of a three-tranche share issue. The background to these events has
been extensively covered in the literature (e.g. Dobbie, (1987); Bishop and
Kay (1988); Beesley and Laidlaw (1989); Keynote (1992)). Hence, these
events marked the beginning of an unprecedented programme of

deregulation, privatisation and market liberalisation of UK nationalised

industries.

1.3 The Research Purpose

In addressing the purpose of this research, it is widely recognised that the
evolving nature of a firm's behaviour in this particular industry is reflected in
the threat of revolutionary reform through deregulation and market
liberalisation. Reform in this case, is fuelled by an alternative mindset, urging

the replacement of inefficient, wasteful state-owned organisations with



privatised enterprises, which are governed by market forces. In this vein, in

commenting upon the implications of privatisation Hatch (1990) reiterates

these sentiment by stating,

"Competition forces the economy to respond to the needs
of the consumer, it promotes efficiency, holds down costs,
drives companies to innovate, and ensures that customers

get the best possible value for money." (p62).

Invariably, decision making within such evolving organisations is strategic
and long term, yet decisions are often undertaken in the uncertainty as to

how the industry will evolve (Porter (1980); Senge (1990); Stacey (1992)). In

this context, parallels can be drawn from studies which have been
conducted, that relate managerial decision making - in conditions of
predictability - to those in conditions of unpredictability, with results indicating
that significantly different decision making modes must be applied (e.g.

Thompson and Tuden (1959); Duncan (1972); Pfeffer (1981); Child (1984);

Turton (1991)).

While there is a growing body of academic literature on the evolving UK

telecommunications industry, few (if any) empirical studies appear to have
been conducted, on corporate level strategic decision making in the UK
telecommunications industry. This under-researched area therefore requires
attention and it is against this backdrop, which has determined the topic of

this study. Consequently, the particular purpose of this study is : -



“An historical examination, analysis and collation of the

behavioural nature of the evolving corporate level
strategies developed by the UK telecommunications
incumbent (British Telecommunications plc.) within the

dynamic UK telecommunications market, since

privatisation.”

The reasoning as to why this topic has not been widely examined is in part,
due to the relatively recent climate of deregulaton in the UK

telecommunications industry. Furthermore, due to the sensitive nature of this
topic, it is rather difficult - if not, impossible to study - without considerable
assistance from the incumbent operator. In the case of this study, the author
had previously communicated with ‘the incumbent and had received

considerable co-operation, with successful access to senior management, for

a previous study. This led to the possibility of suitable access being granted

for this current study.

This study now continues by reviewing a selection of fundamentally

important academic literature, which has a direct bearing on the central focus

of the study.
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Literature Revie



2.0 Literature Review

2.7 Introduction

The purpose of this Chapter is to examine the plethora of extant research in
order to gain a clearer understanding of the developments, the controversies,
and the breakthroughs, which have been engaging practitioner discussion on
corporate level strategic decision-making and in particular, in relation to the
strategic behaviour of the incumbent operator within the UK

telecommunications industry following deregulation. Thereafter, the
researcher will identify if any gap in the research exists, that requires further
attention. In this vein, a number of unanswered questions lie dormant and

require consideration and attention. This study considers five of these

questions and these are identified as follows : -

1. What are the key factors that have influenced structural

changes within the UK telecommunications industry since:

deregulation in 19827

2. Following telecommunications privatisation within the UK, what
corporate level strategies have been developed by the
incumbent operator, and what impact have these strategies had

on strategic behavioural changes in the organisation?
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3. How have these strategies evolved throughout the post-
~ privatisation period (1984-1998)7 Furthermore, what impact
have these evolving strategic changes had on the nature of the

incumbent's strategic behaviour over this timeframe?

4. Why were these strategic changes made, in terms of identifying
the key factors that directly influenced corporate level strategic

change in the incumbent telecommunications operator? In

addition, how have these factors evolved over time?

5. How has corporate level strategic decision-making evolved

within the incumbent UK telecommunications organisation?

On examination, the natures of these questions are indeed, rather complex,

however, there is an underlying assumption here, that the incumbent has

developed corporate level strategy(ies) throughout the period since
deregulation and this in itself will require testing. Consequently, in order to

address these questions, the remainder of this Chapter is divided into six
parts. First, to gain an understanding of issues associated with industry
structures, an examination of existing studies on industry and market
structures are reviewed in terms of the telecommunications industry. Second,
in order to understand the nature of - industry specific - key factors that have
influenced structural change within the UK telecommunications industry
since deregulation, published materials are examined and reviewed. Third, to

gain an understanding of strategy, a review of literature is conducted on the

11




nature of strategy and strategic decision making. Fourth, to gain a clearer
understanding of issues associated with the nature of organisational strategic
behavioural change, an examination and review is conducted of written
works and these are considered in terms of the evolving telecommunications
industry. The fifth part of this Chapter identifies a gap in the literature and this
is addressed in relation to the primary aim of this study through the
generation of a series of research objectives. The final part is a Chapter
summary. In order to enhance clarity, Figure 2.1 has been presented in the

format of an outline flowchart, holistically indicating the structure of this

chapter.

2.2 Industry and Market Structures

This section of the study considers a review of extant research in order to
gain an understanding of issues associated with industry and market
structures. Thereafter, these are reviewed in terms of identifying the evolving

structural nature of the UK telecommunications industry following

privatisation of the UK incumbent operator in 1984.

2.2.1 Defining Industry and Market Structures

In continuing, while strategists generally agree that organisations must align
themselves to the environments in which they compete, as yet, there is not a

generally accepted set of concepts or characteristics with which to describe

12
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the external environment of the firm (e.g. Ansoff (1965); Glueck (1976);
Ohmae (1982); Bowman (1998); Mintzberg et al (1998a); etc.). In this sense,
a distinction is required for the various parts of the environment, which have
seen some considerable blurring, whereby the terms of industry and market,
have been used interchangeably by a number of reéearchers (e.q.
Thompson (1967); Ackoff (1970); Kotler (1972); Abell and Hammond (1979);
Mintzberg (1983); Bowman and Asch (1987); Ellis and Williams (1993);
Johnson and Scholes (1999)). Against this backdrop, due to the evolving

nature of the telecommunications industry, a clear definition is therefore

required.

For the purposes of clarification, Kay (1993) espouses a definition of an
industry, which is widely accepted by practitioners (e.g. Hall (1978); Porter
(1980); Baden-Fuller and Stopford (1992); Griffiths and Wall (1997)). This
definition is considered as an appropriate understanding of the term for this

study. He notes that an industry consists of producers that are much alike, in

terms of supply side similarity. In other words, an industry is defined as a
group of firms making a similar type of product/service, or indeed, employing
a similar set of value-adding processes or resources. In this vein, categories
of product or service similarity are used as delineation criterion for the
industry boundary. Examples of industry categories would include the fishing
industry, the confectionery industry, the airline industry, the automobile
industry, etc. Hence, an actual example of similarity in product provision

would be, Motorola, Toshiba, Hitachi, and other providers of similar products
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l.e. semiconductors, and these firms would therefore be identified as being

involved in the semiconductor industry.

As far as value-adding processes are concerned, an industry can be defined
on the basis of firms delivering products or providing services using
processes within their operations which add value, e.g. the retailing industry,
the finance industry, the consultancy industry, etc. Furthermore, resource -
based similarity would delineate firms in terms of firm specific resources, e.g.
the information technology industry, the electricity industry, the oil industry,

etc.

There is however, a blurring of industry boundary with some products. For
example, a Swatch (a watch (timepiece) of the Swatch Corporation) can be
viewed as a physical product and in terms of the production process, it would
be reasonable to situate Swatch in the watch industry. Arguably, a problem
arises in the situation where the Swatch is viewed as a fashion accessory
and consequently, emphasis is placed on the key value-adding activities of
fashion-design and marketing. Swatch would then be categorised as being a
member of the fashion industry. In this vein, according to Porac et al (1989)

this realisation that Swatch can be viewed in both contexts is an important

insight to strategists.

Challengingly, on a similar note, the term market is generally seen by some

economists as a place where supply and demand meet (e.g. Cyert and
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March (1963); Yarrow (1972); Sawyer (1981); Sloman (1998)) while other
practitioners such as marketers or strategists tend to define a market as a
group of customers with similar needs (e.g. Kotler (1972); Mintzberg (1983);
Casson (1987); etc). In this case, there is some degree of commonality and it

is therefore generally accepted that a market is seen to consist of a group of

buyers whose demands are rather similar.

Characteristically therefore, in terms of markets, the delineating criterion is
that there are similarities on the demand side as opposed to the supply side.
An example of this would be, passengers wishing to fly from New York to
Glasgow, which is a different market from passengers wishing to fly from
Amsterdam to London. Both these markets would be part of the airline
industry. Here, the needs of both groups of customers are different and

therefore, one cannot be substituted or indeed, replaced by the other.

In applying this criteria to the telecommunications industry, the industry can

be subdivided into four main markets:

e The provision of fixed - link network services.
e  The provision of mobile communications.

e The provision of satellite communications.

¢ The provision of equipment.

It is necessary to emphasise at this point in time that this study concentrates

on the provision of fixed - link network services and will not go into any detall
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classed as being involved in the telecommunications industry, and their
primary market would be fixed - link communications in the UK market (BT
Annual Report (1985)). However, as this study is seeking to explore,
describe, analyse and collate the historicga¥lé evolution of the strategic
behaviour of the UK incumbent telecommunications operator, the boundaries
- In this case - of both industry and market have moved towards one another.
In this vein, in defining the evolving categories within the fixed - link network
UK telecommunications market, following deregulation, the market consisted
mainly of voice telephony and although there was some data business, this
represented a very small amount of the incumbent's business. Therefore, it
would be appropriate to consider these under the one umbrella of the UK
telecommunications fixed - link network services market. Consequently, as
the UK telecommunications market has evolved through market liberalisation

since deregulation, the evolving market structure is seen as important and

attention now centres on the evolving UK market structure.

2.2.2 Evolving UK Telecommunications Market Structure

In considering the evolving UK telecommunications market structure, it is

widely recognised that the market structure under which a firm operates
determines the firm's strategic behaviour, e.g. Koutsoyiannis (1979); Sawyer
(1981); Wagner (1981); Bishop et al (1994); Griffiths and Wall (1997). In this

vein, theorists generally agree that there are four types of market structures,
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namely :- monopoly, oligopoly, monopolistic competition and perfect

competition. The monopoly type of market has characteristics, which include:

o there is only one firm operating, i.e. no competition;

o there are either restrictions on entry into the market or, entry is
blocked completely;

e the nature of the product or service being delivered is generally

unique;
and

o thereis a relatively inelastic demand curve.

An example of this structure would include the previously regulated utility
markets of gas, water and electricity. In the case of an oligopoly market

structure, characteristics would include :

e there are a few firms operating in the market;

° there is restricted access for entry;

° undifferentiated or differentiated products or services are

delivered;

- and -

o the demand curve would be more elastic that a monopoly,
however, it would depend on the reaction of competitors to price

changes.
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Examples of products in this category would be cement, cars, electrical
products, etc. A market structure of monopolistic competition would be

characterised by :

e many or several firms competing within the market;

e there would be relatively unrestricted freedom of entry in the
market, products and services would tend to be differentiated;

- and -

e there would be relatively elastic demand curve.

This category would include for example : - plumbers, restaurants, etc.

Finally, a market structure portraying perfect compefition is generally
characterised by : having a large number of firms competing within the

industry; there is unrestricted access and therefore total freedom of entry for
firms; the type of product or service is undifferentiated; and the demand
curve is horizontal, with the firm being more of a price taker. Examples of this

category would be bananas, carrots, cabbages, etc.

Bearing in mind these categories of market structure, the collective name
given to monopolistic competition énd oligopoly is imperfect competition.
Furthermore, prior to deregulation of the UK incumbent in 1982, there was
clearly a monopoly position held by BT, however, with the licensing of
Mercury Communications as a telecomrﬁunications provider in the UK
thereafter, the situation changed whereby there was an oligopoly type of

structure.
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However, due to the unique nature of the evolving market structure with only

two competitors, practitioners referred to the UK telecommunications market

as a duopoly (e.g. Bishop and Kay (1988); Gist (1988); Law (1988); Beesley
and Laidlaw, 1989). Of further note, at the time of the privatisation of BT in
1984, due to the limited product range of the incumbent operator i.e.
primarily voice telephony, the industry and market in the UK was defined as
one and the same. In this vein, the term's market structure and industry

structure were used interchangeably at this time. Figure 2.2 shows the

-
.--"'"'-.

evolving market structure and form of ownership immediately before the

introduction of deregulation and subsequently, thereatfter.

Figure 2.2 Ownership mode and corresponding market structure of UK Telecoms Industry

British Telecom
(1984)

Private
Company(ies) Mercury licensed as a
rival PTO (1982)
Form of State-owned British Telecom
Ownership Company (1982)
Government British Telecom
Agency (pre-deregulation)

(1981)

Monopoly Regulated Competition 011"3"l Competition

Evolving UK Market Structure

Source : Adapted from Hood et al (1993)

21



From Figure 2.2, the arrows in the diagram indicate the direction of shift in
the form of ownership of the incumbent operator, and also, they indicate the

evolving market structure following between the period 1981 - 1984.

Prior to deregulation of the UK telecommunications market in 1981, BT was
the only UK-wide provider of fixed-link telecommunications services and
therefore the market structure was that of a monopoly, with the form of
ownership being a Government Agency. Following the introduction of
deregulation in 1982, the UK government created a State-Owned Company
(British Telecommunication plc (BT)) and the market structure moved to that
of regulated competition (as termed by Hood et al, 1993). Furthermore, at
this time, a further operator, Mercury Communications, was licensed as a
Public Telecommunications Operator (PTO) to provide fixed-link
telecommunications services in the UK. In 1984 the UK government
privatised the incumbent operator, and the form of ownership shifted to that

of a private company, with the selling of 51% of the company's shares. As

can be seen from this diagram, regulated competition prevailed, with no

other operator licenses being issued.

The market structure status of regulated competition with only these two
operators was to continue until 1992, whereby a further four firms were
licensed to provide fixed-link telecommunications services, in the UK. Since
1992, market liberalisation in the UK telecommunications industry has

continued and by 1998, more that 128 operator licenses were issued to
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firms. However, the market structure remains that of regulated competition,
and whether the market will achieve open competfition status, is rather

difficult to predict, but it is unlikely to occur, due to the history of monopoly

evolution.

Now that there is an understanding of the evolving UK telecommunications

market structure, the study continues by examining extant research to gain

an understanding of the nature of the key factors that have influenced

structural change within the UK telecommunications industry from the period

of deregulation in 1982, until 1998.
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2.3 Key Factors Influencing Structural Change in UK Telecommunications

Armed with an understanding of the boundaries of industry and market
structures, the main purpose of this section of the study is to apply these
delineation criteria towards examining the nature of key factors that have
influenced structural changes within the UK telecommunications industry
since the introduction of deregulation. In achieving this aim, these factors will
be identified from a review of published materials, in order to gain a clearer

understanding of the developments which have been engaging practitioner

discussion in this area. Furthermore, from this examination, the researcher

attempts to demonstrate a grasp of the background theory of the important

issues that have affected the structure of the UK telecommunications
industry since deregulation. With this in mind, the following areas are

addressed:-

e To present a brief historical background on UK

telecommunications service provision.

e To identify key events that have stimulated change in the UK
telecommunications market since deregulation.

o To allow the reader to gain an understanding of the issues
involved in this particular topic.

« To use these factors as a basis for conducting an analysis of
the UK telecommunications industry in order to identify key

industry trends. (These trends are important in understanding
the evolving nature of the telecommunications market.
Furthermore, they are also seen as essential in underpinning
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the foundations of any potential research questions which may
arise and therefore require addressing, in a later part of this
study).

- And -

e To evaluate the contributions of practitioners and leading

scholars to this area of telecommunications.

Hence, at this stage of the study, issues associated with the evolving nature
of the industry are of importance and for the purpose of completeness, a

brief historical background to UK telecommunications service provision is

presented. Thereafter a number of key factors appear to have emerged prior

to privatisation and therefore this industry will therefore be considered in

terms of the period immediately following deregulation in 1981.

For the purposes of this study, key evenls are defined as important

occurrences, which have been identified by extant research, as stimulating

change - in the UK telecommunications industry at a particular point in time.

These key events will be compared against the incumbent's interpretation
and perspective, in terms of understanding the nature of any impact these

key events may have on corporate level strategic decision making.

2.3.1 Key Events Stimulating Structural Change in UK Telecommunications

Prior to 1981, telephone services in Britain were supplied through a branch

of the General Post Office. The corﬁpany originated in the middle of the 19th
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century when telecommunications were still in their infancy. Telephone and
telegraph services were first private, but were soon taken-over by the
government, through the Post Office. The Post Office therefore acquired the
right to licence private telephone companies, and in addition restricted
competition by building and developing it's own infrastructure and network. It
operatedt side by side with another carrier the National Telephone Company,
until their licence expired in 1911. Consequently, from 1912, the Post Office
secured themselves the monopoly rights on the supply of telephone#services
throughout the United Kingdom. Only one local company survived, and this
was through co-operating with the Post Office, namely, Hull Corporation

Telephone Department, or since 1987 named Kingston Communications Plc.
In 1969, the Post Office Act changed the status of the Post Office from being

a governme_ntal department, to being a separate public corporation. Hence,

the telecommunications services remained a part of the Post Office, but were

separated from the postal services into Post Office Telecommunications.

In proceeding, following the introduction of deregulation in the UK
telecommunications industry in 1981, one of the earliest liberalisation
measures was in the area of equipment, where BT had until then, held a high
presence. According to Hatch (1990) in ending of the "Prime Instrument
Monopoly®, consumers were introduced to the notion of attaching any

*approved” telecommunications equipment to their telephone line. This

liberalisation resulted in a proliferation of High Street retailers supplying both
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business and domestic telephone customers with equipment (Dobbie

(1987)). In terms of this liberalisation measure, Hatch (1990) noted,

"BT's share of the telephone market fell from 79 percent in 1985,
to 66 percent in 1986, and was expected to decline to 44 percent
by 1989. Meanwhile, the High Street telephone market, which
almost doubled in size in 1986, to reach £46 million, was
predicted to double again by 1989." (p695).
In this vein, the impact of this government - driven initiative can therefore be
seen to have had a profound effect on BT's market share in equipment,

which is exactly what was expected from government policy, i.e.

"competition” and “choice".

Whether the other government objective of introducing "value for money"
was realised in the early years, is difficult say - as few figures have been
tabulated, however, prices continued falling and by 1998, government policy
had clearly satisfied these three objectives. An important point to note is that
with the UK telecommunications market being a vertically integrated
monopoly, prior to deregulation, it was extremely difficult to regulate

(McCraw (1984); Stelzer (1990)) therefore, following deregulation, the

incumbent “could® use their natural monopoly consisting of a complex

network structure, to deter entry into the various segments of the business.
In this particular instance, as the market for supplying equipment was now

outwith the direct control and management of the incumbent, market force

exposure had been seen to triumph.
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In continuing, stimulated by the US experience of post-deregulation,
according to Beesley and Laidlaw (1989) the UK market continued
liberalising, and in 1982, Mercury Communications were granted an operator
licence. Furthermore, as a consequence of market evolution, the pace of
change in UK telecommunications was noted to be increasing at an
unprecedented rate, with liberalisation expanding into the Value-Added
Network Services market (VANS) by 1983. This policy was characterised by

an increase in the use of outside suppliers in the provision of “packaged

solutions” to meet the growing requirements of the business customer (Baker

(1983); Home Office (1988)).

Further liberalisation measures ensued in 1983, with the granting of mobile
communications operators' licenses for Cellnet and Vodaphone (Dobbie
(1987); Keynote (1992)). The nature of these respective licenses allowed
both operators to compete against one another, in the delivery of mobile
services using cellular radio networks, through the development of wireless
technology. This limited competition was later to provide the requlator with
benchmark information against which to measure the performance of these
firms, in terms of alternative offerings to consumers. In effect, this action
stimulated the firms to focus on costs, improve the provision of service and

innovate their respective service offerings.

Against this backdrop, by November 1984, BT was privatised by the Biritish

government, during which time, a second Telecommunications Act was
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passed, which guaranteed regulated competition for the duopoly of BT and
Mercury, with no other potential operator being allowed access to the UK
market until 1992, at the earliest (Kay et al (1986); Bishop and Kay (1988);
Majone (1990). The implication here tends to infer that BT and Mercury could
provide unchallenged fixed network services for the forthcoming seven-year
period, and that this policy would introduce true competition. Thus, Mercury

had been elevated to the status of second national operator and given a

period without further competition to establish itself. From these key events,
the policy of UK telecommunications market liberalisation was clearly a long-
term programme of incremental government initiatives. However, due to the
level of domination of the UK market that BT enjoyed at privatisation, a
number of problems arose in relation to the leasing of telephone lines to

Mercury, thereby creating major problems for the new market entrant.

Unfortunately, true competition did not ensue.

Challengingly, significant criticism from practitioners was hurled at the
government for allowing BT to bully their competitor and for failing to have
the foresight to predict the incumbent's strategic behaviour in this réspect
(Gist (1988); Higham and Lee (1996); Anon (1997)). Hence, the government

established a telecommunications watchdog, the Office of
Telecommunications (OFTEL) to issue operator licenses and to regulate the
industry. Understandably therefore, restrictions (including price capping)
were subsequently placed on the incumbent 6perator to mitigate anti-

competitive practices and to allow Mercury the opportunity to establish
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themselves as a reliable, and an alternative telecommunications provider.

With this in mind, BT can be seen to be stifling the free market aspect of

liberalisation.

As the telecommunications market opened up in the UK, albeit to only
duopoly status, the market in the USA continued liberalising. Again, as with
the UK, markets were tightly regulated and as a consequence, slow to
progress in the early years. Weiss (1985) argued that official regulations
were seriously delaying advances to the industry, this being highlighted in

their respective critique of liberalisation, stating,

"The customer must be the focus in making changes in the
telecommunications industry work. Regulators’ failure to recognise
the great change in the marketplace has limited the progress of
deregulation. There is more competition than a few years ago, but
the Bell operating companies (BOC) are still vigorously regulated.
Rapid changes in technology and increased competition have
eliminated the credibility of the Department of Justice's rationale
for its actions and the anticompetitive behaviour ...... The judicial
policy makers need to change so companies can make change

work.” (p72).

Arguably, in changing the market status, restricted and limited competition

does allow the new market entrant to position and consolidate themselves
without the intensity of rivalry, or the threat of potential competitors imposing

themselves in a forceful manner. Although the UK and USA situations were
perhaps the first to be able to take advantage of a liberalised

telecommunications market, many other countries recognised the long-term
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benefits of open markets with competitive  services, and followed suit,

somewhat slowly (Financial Times (1987)).

Consequently, BT was progressively privatised from 1984-91 in three

tranches of share issues. Law (1988) and Mansell (1993) concur that the
revenue raised from these stages of privatisation of the incumbent, were

primarily used to finance modernisation of the UK telephony network

infrastructure, in terms of upgrading the technology from analogue to digital.

Notably, in 1985, competition in the fixed link telephony network from mobile
network operators and cable television companies was allowed, but only as
agents for BT or Mercury. Thus, “resale of capacity” i.e. the leasing of lines

from BT continued to be the modus operandi.

liberalisation in the UK continued and following the results of Oftel's service

quality surveys in 1987, BT lost their monopoly in the provision of public call
boxes (Oftel, 2000). Additionally, with constant advances in technology in the
late 1980s, licences were issued for the provision of satellite services, private

mobile radio (PMR) Telepoint, and for the establishment of Personal

Communications Networks (PCN) (Keynote, 1994).

At the beginning of 1992, the duopoly ended and full competition on fixed
services was introduced in the UK. Applications for PTO licenses were
permitted solely on merit and this resulted in the issue of twenty-four licenses

to cable television companies. These licenses allowed the respective firm to
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interconnect their regional services for the first time, but the existing PTO's
..e. BT and Mercury, continued to be prevented by OFTEL from holding cable
television licenses, which, in the opinion of some expers, impeded the
development of the “information superhighway” in the UK. This position was
not scheduled to be reviewed again until 2001. Furthermore, in early 1992,
Oftel granted four firms (Scottish Power Telecommunications, lonical3,
British Rail Telecommunications and Energis) licences for the provision of
fixed-link services, thereby opening up the UK to further competition.
Meanwhile, however, the introduction of liberalisation in the area of
International Simple Resale (ISR) allowed licensed operators of international
leased lines between designated countries to interconnect with public

networks at each end and resell their capacity to business and domestic

customers in the UK.

This further opening up of the UK telecommunications market to domestic
and foreign competition was seen as a major step forward, in terms of
industry globalisation and furthermore there was a rapid growth in demand
during this period for value-added services (Lynn 1992). Hence, by 1994,
market liberalisation in the UK was rapidly increasing, and competition was
growing from foreign operators entering the UK telecommunications market.

In this vein, AT&T, one of the largest international telecommunications
operators (in terms of revenue generation) began a $500 million, three year
inward investment programme in the UK (Wagstyl, 1997) thereby increasing

the trend towards globalisation. Progressively therefore, joint ventures and
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collaborative agreements were becoming commonplace with firms from the
UK, France, Germany, Japan, Spain, ltaly, and the USA strategically
entering into foreign partnerships. Indeed, in recognising the opportunities
that market liberalisation in telecommunications was bringing, Kramer (1993)

and Wellenius and Stern (1994) noted the considerable movement in

industry restructuring and industry globalisation. Of further note, Lera (1996)
indicates that in 1995, the technological development of Integrated Services
Digital Networks (ISDN) also contributed to the increase in value-added
services such as electronic data exchange, video conferencing, online

information services. The UK telecommunications industry had therefore

shifted from delivering primarily fixed-link voice, to include a basket of

differing market segments.

In observing these trends, the 1990's were seeing a constantly increasing

number of strategic alliances being formed between telecommunications

companies, equipment manufacturers, software developers and
entertainment and media firms. Taylor (1997) notes the expansion behaviour
of BT, by acquiring a stake in the US domestic market through the forming of
a strategic alliance with MCI in 1993 and the setting up of a number of other

international joint venture activities. Practitioners in the telecommunications
area were acknowledging that the trend within the evolving
telecommunications industry was rapidly moving towards the establishment
of national, international and global multi-media empires and networks
through international strategic alliancing of potential competitors (e.g.

Heldman (1994); Mansell (1995); August (1997); and Suzman (1997)).
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In 1996, AT & T launched into the UK domestic telecommunications market.
undercutting BT's domestic and international call charges and by mid 1996,
Mercury merged with three cable franchises, by-passing the BT network
(Edwards, 1997). Mobile communications had clearly taken off in the UK with

high annual growth rates, and the Internet was beginning to show significant

signs of usage.

By 1997, a further market segment was emerging in Call Centres, and the
UK accounted for half of Europe’s centres. This was primarily, due to its low
labour costs and flexible employment contracts. In May 1997, a Labour
government came to power in the UK and there was little change in political
will, implying that market liberalisation would continue in a similar and
uninterrupted vein. Challenges for the incumbent therefore continued and
technological advances were frequent with the integration and convergence
of information, communications and entertainment By the end of 1997, fixed
network provision in the UK was opened to more than one hundred and

twenty, licensed service providers. Hence, UK market liberalisation was

finally showing signs of effectiveness.

Further liberalisation of the UK market was initiated with the licensing of
international facilities, allowing customer premises telecommunications
distributors to offer similar services to those being offered by any other

national or public telephone operator (Anon, Yorkshire Post (1997).

Additionally, the granting of Conditional Access Licenses allowed customers
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in the UK to stipulate a non-BT long distance carrier without special access
codes, was seen as problematic for the incumbent, in t<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>