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Abstract

The ICT (information communication technology) sector is entering a new phase. Traditional divisions between voice telephony (offered over distinct fixed and mobile networks), broadband internet access and digital TV are breaking down. Reflecting this, recently a number of providers have launched high-profile offers of bundled products, focusing particularly on heavily discounted broadband access. This trend for increased bundling has occurred alongside relatively extreme price competition among providers. For example, in the UK a number of providers now market broadband access as being free of charge within the bundle. In addition, we are beginning to see some indications of new emerging forms of competition in the market for content. For example, in the UK BT has secured rights to show some Premiership football from 2008. This will enable it to offer exclusive content over its broadband-based “BT Vision” service.

In this paper we consider the economic rationale that might underlie these recent trends and the implications for all stakeholders in the industry: network operators, service providers, content owners, regulators and consumers. 

We show that there is evidence that consumers increasingly value the ability to buy bundled products in the ICT sector. However, it is important to ask whether this alone necessarily makes bundling a winning strategy for all providers in the sector? Following on from this, will bundling alone ensure a provider’s success? 

In answering this, we consider that it is important to consider whether bundling, compared to its counterfactual it may:

· increase the lifetime profitability or value of the provider’s customers; and

· give a provider a competitive advantage in the market for new connections, including those switching from other providers.

In the paper we conclude that whilst bundling might lead to an increase in customer life time value (through reduced acquisition costs, potentially increased customer revenue and lower churn), the extreme discounting that has recently become a characteristic of these bundles suggests that the trend may more likely be being driven by a rush for market share. This price competition might mean however that providing broadband access alone will not be a sustainable strategy for an operator. Instead, the ability of that operator to offer scarce exclusive content over its broadband may become a key driver of its profitability. If bundling is able to put companies in a stronger position for gaining rights to compelling content vis-à-vis content holders and/or alternative distribution platforms (for example by increasing the size of a provider’s customer base and/or revenue streams), then it in turn could become a key factor in determining the success of individual providers. 

Therefore in this paper we consider the extent to which this might be the case. If an innovative bundling strategy can help an operator gain a significant share of customers it may enhance its position in the competition for content. However, providers should not neglect those other factors that are valued by their customers, among others: easy to understand propositions and pricing; high-quality brands and efficient customer relationship management. 

We finally conclude by considering the key questions that a provider should consider before designing its offer: both in deciding whether to bundle services and secondly when deciding how to price its offer.

