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The primacy of the mobile network operator (MNO) is 
under attack. Prices for voice and data services continue to 
decline due to the growing strength of low-cost competi-
tors and the high price-sensitivity of the regulators. The 
handset that used to be designed according to the require-
ments of the mobile operator has turned into an open 
multi-media and entertainment device. And the almighty 
internet players have set their sights on the mobile applica-
tion space in order to steal away significant service rev-
enues from the former ruler of the value chain. 

Much as in the fixed-line business, the once-closed and 
very well controlled mobile ecosystem is filling up with 
new, more aggressive players. They need the mobile net-
work only as a communication service, thus relegating the 
mobile operator to a pure “bit-pipe” role. 

Most mobile operators have not yet found an innovative 
way to respond to this critical development. On the contra-
ry, they continue to do business as usual: they try to keep 
their market position by lowering prices for basic commu-
nication services even more strongly, and they leave the 
growing mobile application and media market to the more 
aggressive internet players and device manufacturers. 

Even though some mobile operators have recently forged 
partnerships with the emerging mobile players (e.g. T-Mo-
bile with Apple and Google) in an “if you can’t beat them, 
join them” fashion, they will not be able to strengthen 
their market position by doing so. Indeed, they are paving 
the way for an even faster uncoupling of the access and 
service layer, because in the end the customer will use 
the (mostly free) applications on the device rather than the 
expensive services of the operator. 

As a consequence, mobile business models are beginning 
to separate the network from the service layer. Owning 
and operating a mobile network infrastructure is becom-
ing less crucial for an end-to-end application or service 
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New business models for mobile operators

proposition. The mobile network seems to be turning into 
a commodity, following the same path as today’s fixed-line 
access. Some mobile operators have already announced 
that up to 50 % of their future revenues will come just 
from offering bit-pipe services.

In this article, we will first take a closer look at how differ-
ent players are developing in an increasingly porous mobile 
ecosystem. We will then describe the three fundamental 
battlegrounds – customer, content and service, and net-
work – where mobile operators will have to take a position. 
Finally we will present four alternative business models 
that are emerging for the MNO community. 

The growing porosity of the mobile ecosystem

To understand the growing threat to mobile operators, 
we first have to take a look at the mobile ecosystem and 
the participating players. Mainly as the result of the emer-
gence of standardized transmission protocols (the Internet 
Protocol or IP) and more open device platforms, bound-

Source: Arthur D. Little analysis
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aries between the different value chain areas are becoming 
porous, enabling out-of-industry players to enter the former 
home turf of the mobile operator with new and innovative 
products and potentially disruptive business models (see 
Table 1). 

Mobile operators historically covered voice and data serv-
ices on their own access networks. They constantly tried to 
enter adjacent value chain areas to strengthen control and 
generate additional service revenues. Examples of these 
efforts include the operator-owned portals for mobile usage 
from the late 1990s, or operator-specified (and branded) 
devices. Most of these efforts have turned out to be unsuc-
cessful in Europe and the US, since customers obviously 
did not embrace an operator-“managed” internet service – 
a so-called “walled garden”. In addition, sustainable differ-
entiation through exclusive handsets was hard to achieve 
and very costly. 

In contrast, Asian markets serve as an example of an 
environment in which mobile operators still dominate the 
ecosystem successfully. This is due to the fact that most 
services were actually invented by the operators them-
selves. For example, Cyworld, a social networking commu-
nity in South Korea, was founded by SK Telecom in 1999, 
well ahead of Second Life, the US-based equivalent, which 
was founded four years later. Accordingly, the operators 
were able to lead the way with their own services. In other 
words, uncoupling and strong specialization is an issue 
mainly outside Asian markets.

The lack of differentiation through innovative data services 
or handsets forced the mobile operators to grow their 
customer base by lowering prices for basic communication 
services and to open up their once-controlled networks to 
third parties. They started to sell free network capacity to 
so-called Mobile Virtual Network Operators (MVNOs) via 
wholesale agreements. MVNOs buy network capacity from 
the mobile operator via a wholesale agreement and offer 
their own mobile services. The first wave of MVNOs was 
targeted primarily at the low-cost voice segment, driven by 
retail chains such as Tesco and Virgin in the UK. 

Asian markets serve as an 
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Through the increasing availability of mobile broadband 
coverage and performance, players from the media and 
content industry eventually joined the MVNO business, of-
fering rather more “high-end” services to specific custom-
er groups with targeted data and content offers. 

The success of the MVNO model – albeit rarely financially 
successful – had two effects on the mobile operator com-
munity. On the positive side, their networks were much 
better utilized and therefore generated additional revenues. 
On the other side, the low-cost offers led to even stronger 
pressure on traditional operator tariffs, resulting in an 
overall price decrease, lower revenues per customer and a 
massive outflow of value from the industry.

Internet players such as Google and Yahoo have taken a 
different approach to benefit from increasing mobile us-
age. Instead of establishing MVNOs, they simply adopted 
their well-proven fixed-line internet business model to the 
mobile space. Their services can be used irrespective of 
the underlying network operator, addressing a much larger 
audience compared to (mostly local) MVNOs.

Mobile operators embraced the increased internet player 
activity, since it created a pull effect for still-very-expensive 
mobile data connectivity. However, mid-term, the internet 
players will eat into the classical mobile operator service 
revenues through their own communication services. This 
is in part even supported by the mobile operators, since 
they reduced prices for data connectivity significantly. 

What started with browser-based internet portal services 
– without a significant threat to the mobile operator – has 
slowly developed into fully integrated, handset-based ap-
plications (e.g. Yahoo Go!, a mobile messaging platform, or 
Agile Mobile, a “multi-community” messenger, providing 
instant messaging and voice communication). They are a di-
rect threat to mobile operators, which risk being bypassed 
altogether for services such as voice telephony and mes-
saging. 

The latest development in the market relates to the device 
manufacturers and application specialists moving into the 
attractive data service area, offering own-content services 

What started with browser-
based internet portal serv-
ices – without a significant 
threat to the mobile opera-
tor – has slowly developed 
into fully integrated, hand-
set-based applications.
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and open operating systems on their handsets. The most 
prominent and broadly discussed examples of this trend 
are Google’s Android and Apple’s iPhone platform. These 
companies have defined yet another business model, the  
“de facto” MVNO. While the applications and services they 
offer generally work independently of the underlying net-
work, they have launched their devices through exclusive 
partnerships with mobile operators.

In the old days it would have been unthinkable that mobile 
operators would offer a new market entrant a revenue-shar-
ing model in exchange for exclusivity. The fact that they do 
now indicates a complete shift of power in the value chain. 
We therefore believe that these partnerships will vanish 
once the device manufacturers have gained critical mass. 
For example, Nokia, benefiting from its significant size in 
the device market, has already launched its Ovi platform 
without any mobile operator partnership. Another example 
is Openmoko, a Linux-based open operating system that 
was launched without any mobile operator partnership, 
targeting the open software developer community. 

Although very different at first sight, all recent launches 
of new mobile platforms and devices have one thing in 
common: the systems are generally unrestricted for ap-
plications developed by a growing developer community. 
And this is still another crucial paradigm shift: while in the 
past the mobile operator decided which applications were 
allowed onto its network, today the developer community 
can develop applications for the various platforms, making 
a payment to the platform-owner for each download – and 
not to the mobile operator. 

Clearly the power of the mobile operators has declined sig-
nificantly. They can no longer rely on their current access- 
and service-driven business model. Instead, they must 
find ways to actively avoid the ever-growing risk of being 
bypassed at the service level, or deliberately take action to 
make the bit-pipe model profitable. We have defined three 
major battlegrounds that mobile operators need to consider 
in order to define a sustainable business model for the 
future. 

The latest development in 
the market relates to the 
device manufacturers and 
application specialists mov-
ing into the attractive data 
service area, offering own-
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operating systems on their 
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The mobile industry’s fundamental  
battlegrounds

1. Customer

Historically, mobile operators have been “mass-market”-
oriented. Instead of offering customer segment-specific 
services and needs-based applications, most operators 
have limited themselves to introducing different tariff 
plans and payment options (pre- versus post-paid) for their 
voice and data offerings. They reduced customer lifetime 
management to contacting a customer at the end of the 
contract period if a change was likely to happen. While this 
was acceptable in a booming market, it will certainly be 
insufficient in an industry that has reached more than  
100 % penetration in developed countries.

The successful introduction of more customer-focused 
MVNOs has demonstrated the demand for more tailored 
and segment-specific services. For example, German 
operator E-Plus has launched several of its own MVNOs 
as part of a multi-brand strategy and has thus been able to 
gain significant market share. Mobile operators will need 
to change their go-to-market approach and the associated 
customer lifecycle management fundamentally if they want 
to stay in the market successfully. 

2. Content & service 

As pointed out earlier, devices are increasingly becoming 
open multimedia devices, allowing users to buy, share and 
manage their content (e.g. music, photos and videos) over 
the internet or use other applications that are developed 
by numerous third-party programmers for the various 
platforms. Historically, mobile operators have addressed 
this market with their own applications and content (e.g. 
ringtones and wallpapers), yet their success is declining. 
New revenue sources are hard to find since internet play-
ers and device manufacturers are strongly stepping up 
their presence in this highly profitable market. In order to 
be successful in this battle, mobile operators will need to 
find ways to overcome the limited scope of the content 
and applications they are offering. 

 Mobile operators will need 
to change their go-to-mar-
ket approach and the as-
sociated customer lifecycle 
management fundamentally 
if they want to stay in the 
market successfully. 
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3. Network

In the early days, network coverage and quality were 
fundamental differentiators for mobile operators. Their 
importance declined over time, as most mobile operators 
continuously upgraded the coverage, speed and capac-
ity of their networks. However, network quality will again 
become a critical factor in the future as mobile traffic is on 
the rise, partly as a result of growing mobile broadband 
data usage and partly as a result of an increase in flat-rate 
voice tariff regimes. 

Because of decreasing revenues from their core business, 
most mobile operators will not have the financial strength 
to upgrade their networks as they did in the past. There-
fore, they will need to find out whether they will be able to 
invest in the network or whether they will need to divest it 
and aim for a role as a virtual mobile operator. 

Emerging business models for mobile operators

As a function of the positions taken on the three battle-
grounds described above, different business models 
emerge. We have identified four business models that 
mobile operators can adopt. They range from the fully in-
tegrated telco model – which aims at taking position on all 
three battlegrounds – to the MVNO model – which focuses 
on the customer battleground (see Table 2). 

Source: Arthur D. Little analysis
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1. The fully integrated telco business model

The fully integrated telco business model is the most diffi-
cult to turn into a success, since it aims at taking a position 
on all three battlegrounds. Only large telecommunication 
companies that have already gained a significant share 
within their market, i.e. the so-called first-tier operators, are 
likely to be successful with this model.

Taking a position on the customer battleground 

Historically, incumbent operators have been very reluctant 
to develop customer segment-based approaches. These 
mobile operators tend to operate under one (partly even 
global) brand, making them vulnerable to smaller, more 
flexible players that can easily set up much more targeted 
brands and services on a local basis (e.g. MVNOs). Incum-
bents are now starting to address this issue by develop-
ing customer segment-specific differentiation through 
sub-brands (e.g. Congster at T-Mobile and Base at KPN). 
This innovation path is nevertheless still focused on price 
differentiation rather than service differentiation. 

One thing is certain: mobile operators will not win the 
battle for the customer purely with convergent offers nor 
with selective low-cost brands. In an increasingly competi-
tive environment, they will fight the battle for the customer 
successfully only if they address the various customer seg-
ments according to their requirements. The mass-market 
approach is past its use-by date. Operators need to consid-
erably revise their brand, service and sales strategies. For 
example, German operator E-Plus successfully launched 
several sub-brands and was therefore able to gain signifi-
cantly against its peers. For instance, Ay Yildiz, a dedicated 
brand for the Turkish community in Germany, provides not 
only communication services tailored to the specific needs 
of the target group, but also follows a specific sales ap-
proach, including sales activities at Turkish weddings. 

Taking a position on the content & service battleground 

Most mobile operators have already given up the content 
and service battle without even seriously fighting it. The 
internet players appear too large and innovative for mobile 

The fully integrated telco 
business model is the 
most difficult to turn into 
a success, since it aims at 
taking a position on all three 
battlegrounds.
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operators to seriously cope with them. Due to their per-
ceived weakened power and influence over application and 
content partners, incumbent mobile operators are now en-
gaging in partnership and provision models (e.g. Apple and 
Cingular, Vodafone and Google, etc.) rather than in building 
everything on their own. 

However, the outcome of this battle is not necessarily as 
pre-determined as it may look at first sight. Mobile opera-
tors have a detailed knowledge of the customer’s behavior, 
service patterns and location. As a consequence they are 
in a premier position to enable location- or situation-based 
services much more easily and effectively than independ-
ent, third-party application providers can. In addition, mo-
bile operators could be much more effective in customer 
services and billing, since they already have the necessary 
infrastructure. 

If mobile operators want to win the battle in the application 
and service field, they will need to build on their unique 
capabilities to exploit knowledge about the context of 
the customer request (e.g. location, time and behavior). 
They will also need to understand and develop much more 
reasonable price points or revenue models than they have 
today. Since internet players have grown their business 
mostly on the basis of advertising revenues, mobile opera-
tors will need to think about similar tariff structures in order 
to reduce the burden on the customer of using operator-
based services.

Winning on the service and content battleground does not 
require mobile operators to develop every application on 
their own. They will instead need to develop an approach 
similar to that of Apple, Nokia or Google: to enable the de-
veloper community to come up with innovative applications 
that can be marketed through a revenue-sharing model. Ap-
ple’s hugely successful App Store for the iPhone illustrates 
this model. 

So, instead of leaving the service space to the leading inter-
net players – which traditionally lack the situational under-
standing of mobile requirements – mobile operators should 
draw on their strengths and develop and manage their own 
application and service space in an orchestrated way. 

Instead of leaving the 
service space to the leading 
internet players – which  
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in an orchestrated way. 
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Taking a position on the network battleground

Mobile operators have invested heavily in next-generation 
mobile networks, allowing faster mobile broadband serv-
ices based on the ubiquitous Internet Protocol. While this 
has a positive impact on the customer’s experience, it also 
makes it more attractive for third-party application providers 
to offer bandwidth-hungry services to customers. As a con-
sequence, the existing networks will become increasingly 
crowded, requiring mobile operators to expand network 
capacity and/or actively manage existing network capacity 
in a better way.

However, in a market with constantly decreasing prices for 
basic communication services, mobile operators will strug-
gle to continuously upgrade the existing network given 
the significant investments required. They will need to 
develop more cost-efficient ways of managing their exist-
ing network capacity, e.g. by developing dynamic service 
classes for applications and/or customer groups. This will 
ultimately lead to the elimination of the current “best-
effort” paradigm, in which every customer always gets the 
best available network quality irrespective of the current 
usage scenario. As network capacity over time will become 
a scarce resource, mobile operators will eventually drop 
this “network communism” in favor of a more relevant 
dynamic quality provisioning. 

To win on the network battleground, integrated mobile 
operators will need to address two vital issues. First, they 
will need to utilize and manage multiple network technolo-
gies (e.g. GSM, EDGE, HSPA, UMTS900, WiFi and DSL) in 
a more cost-efficient way. Emerging technological innova-
tions such as femtocells may support this development 
through their ability to increase capacity locally (e.g. in an 
office building) without the requirement to operate large, 
public base stations. 

Secondly, mobile operators will need to manage their exist-
ing network capacity more efficiently. As network capacity 
is becoming a scarce resource, the fundamental mechanics 
of demand versus supply will be applied, making network 
quality a key differentiator for mobile operators.

In a market with constantly 
decreasing prices for basic 
communication services, 
mobile operators will strug-
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We believe that the fully integrated telco business model, 
while hard to achieve, is a distinct possibility. To put it in 
place successfully, a mobile operator must transform its 
business model from a rather communication-oriented 
“mass-market” model to one that is strongly service-
oriented. Unless it has a customer-targeted approach, 
competitive service offerings and a leading-edge network, 
an operator will ultimately have no choice but to focus its 
strengths on only one of the three battlegrounds, i.e. adopt 
one of the three other business models described below.

2. The bit-pipe business model

The bit-pipe model represents the extreme uncoupling of 
the network and service layer: the operator provides only the 
transportation of data over the network, regardless of the 
services that create the data. Therefore, bit-pipe operators 
take position on the network battleground only, abandoning 
the customer and content and service battlegrounds. 

While mobile operators already offer connectivity services 
on a wholesale basis to virtual operators (MVNOs), a pure 
bit-pipe operator has not yet been established. On the 
contrary, it is still believed to be the nightmare scenario of 
any mobile operator, since traditionally they obtain ap-
proximately 60 % of their revenues from the services area. 
A focus on bit-pipe services would eliminate a significant 
amount of revenues.

While first-tier operators do not embrace the bit-pipe 
model, it has a growing importance for smaller (second-
tier) operators. For example, German operator E-Plus has 
established an organizational distinction between its net-
work company (NetCo) and its service company (ServCo). 

Another approach is Verizon Wireless’s Open Network Ac-
cess. The company recently announced that it would launch 
an “any application, any device” option nationwide in the 
US by the end of 2008. The move was driven by customer 
requests for additional diversity in devices and applications, 
exceeding the company’s offerings. 

So, although seen as a worst-case scenario, the bit-pipe 
model is increasingly becoming a reality. But what are the 

The bit-pipe model repre-
sents the extreme uncou-
pling of the network and 
service layer: the operator 
provides only the trans-
portation of data over the 
network, regardless of the 
services that create the 
data. Therefore, bit-pipe  
operators take position on 
the network battleground 
only, abandoning the 
customer and content and 
service battlegrounds.
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success factors that mobile operators will need to con-
sider when choosing this option? And is this model really 
sustainable?

On the positive side, a bit-pipe operator is less dependent 
on the success of the service-oriented end-customer busi-
ness. A bit-pipe operator can focus on acquiring different 
service providers (e.g. MVNOs) that generate network 
traffic and ultimately revenues. Also, the organization of bit-
pipe operators can be relatively small, as they do not need 
extensive marketing and sales personnel. The main cost 
drivers are the network build-up, network operations and 
management, and network optimization. 

But there is a fundamental flaw in the overall strategy: a 
bit-pipe operator is unlikely to generate sufficient revenues 
through connectivity services to be able to improve and up-
grade its existing networks constantly. We therefore do not 
see this model as sustainable in the long term, at least not 
on a stand-alone basis. A viable business model will require 
more than just basic connectivity. 

3. The MVNO business model

Mobile virtual network operators (MVNOs) basically take 
a position on the customer battleground only, by offer-
ing highly targeted mobile services without owning the 
required infrastructure. Instead, they use the network 
and services from a mobile network operator (MNO) or a 
mobile virtual network enabler (MVNE – see below). Since 
1999, the year Virgin Mobile in UK was introduced, ap-
proximately 300 to 350 new MVNOs have been launched 
worldwide. 

Mobile operators have embarked on the MVNO model to 
target otherwise non-addressable customer segments 
more effectively. For example, German operator E-Plus 
currently owns and operates three different MVNOs that 
target different customer segments. First-tier mobile 
operators too have started to enter the MVNO market. For 
example, Orange has just launched its sixth MVNO (Lyca-
mobile), which specifically targets ethnic markets. 
However, the MVNO market has a finite lifecycle since the 
major differentiation factor (the tariff) will lose its signifi-

Mobile virtual network 
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cance. This will require mobile operators to identify addi-
tional differentiating propositions, namely in the data and 
content space. 

The MVNO business model is a very easy way for the 
mobile operator to develop offers for selected customer 
groups in a much more innovative way than under the core 
brand. However, the emerging mobile internet players are 
currently also exploiting this trend. To win on the customer 
battleground, the MVNO will need to engage even more 
actively in partnerships with strong customer brands and 
thus attract new customer groups (e.g. with manufacturers 
of cars, clothing or accessories). In addition, the MVNO of 
the future will need to identify and offer attractive content 
and services to its various target groups. 

4. The MVNE business model

The mobile virtual network enabler (MVNE) is a new breed 
of service provider that focuses on taking a position on the 
content and service battleground. 

As in the bit-pipe model, the MVNE does not deal with 
end-customers directly, but offers enabling services to 
mobile virtual network operators (MVNOs). MVNEs pro-
vide network access that they source from several mobile 
operators via a wholesale model, as well as back-end and 
content services, such as mobile voice/data services, con-
tent, billing, administration and logistics. 

The key success factor for MVNEs is their ability to 
quickly set up MVNOs at a significantly lower investment 
level than usual (down by a factor of three to seven to 
€200,000). Compared to the mobile operator, MVNEs can 
often act more quickly and flexibly, mainly due to their dedi-
cated infrastructure (e.g. flexible billing systems) and much 
more standardized processes. MVNEs are more effective 
in managing the complexity inherent in dealing with a large 
number of clients procuring partial services than classical 
mobile operators are with their wholesale model. As a re-
sult, MVNEs provide MVNOs with a greater differentiation 
potential and also reduce the mobile operator’s influence 
on which offerings are created. 

The mobile virtual network 
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Since the MVNE business model has proven to be highly 
attractive (they typically capture around 20 to 25 % of the 
MVNO’s operating revenues), new and innovative MVNEs 
are currently emerging all over the world. Mobile operators 
have correctly judged the MVNE model as a threat to their 
wholesale model, as it makes them less attractive to cus-
tomers that want to develop an MVNO. As a consequence, 
mobile operators have started to forge joint ventures with 
MVNEs to keep some control over their development (e.g. 
E-Plus with Vistream) or even buying them altogether (e.g. 
Vodafone and allMobility). 

Mobile operators will need to continue to keep a close 
eye on the MVNE market and ensure that they keep some 
degree of control via joint ventures or partnerships. In ad-
dition, they should enable their organizations to cope with 
leading-edge MVNEs and thus speed up the development 
of their own ailing MVNO businesses. 

Insights for the Executive

The position of the mobile operator has been under attack 
from all sides in recent years. So far, most mobile opera-
tors have not initiated the changes required to face these 
attacks and are having a hard time adopting to the changes 
in their ecosystem.

Mobile operators need to decide whether they want to re-
establish a strong position on all three battlegrounds – cus-
tomer, content and service, and network – or whether they 
should focus more on only one of these three. This choice 
will determine the business model they should adopt.

The issues for mobile operators on the three battlegrounds 
are as follows:

•	 Mobile operators should address customers’ needs 
according to the requirements they have and not ac-
cording to their tariff plan. The “mass-market” approach 
will eventually fail: the MVNO model has successfully 
proven that customer segmentation does create value. 
Mobile operators should profoundly revise their current 
go-to-market strategy in order to develop higher cus-
tomer intimacy. 

Mobile operators will need 
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•	 Mobile operators should revive the content and service 
area that they virtually abandoned. Although Google 
and other companies are very aggressively entering the 
mobile value chain, they are not yet well equipped with 
mobility-related services. Mobile operators still have a 
fair chance to generate service revenues from their own 
mobile applications if they utilize their network informa-
tion effectively. 

•	 Mobile operators should revise their view of the net-
work. If they continue to follow their current strategy, 
they seriously risk becoming pure bit-pipes. They should 
understand that the network is a key differentiator and 
that access to this resource is becoming scarce. They 
should eliminate the “best-effort” paradigm and develop 
more differentiated access and service classes if they 
want to stay in the network business at all. 

Addressing these issues successfully is a tall order. But 
making the required changes within the operator’s organi-
zation is an even bigger challenge. Until now, mobile opera-
tors have generally acted according to their old position 
of primacy. Now it is crucial to understand the drivers of 
change within the industry and create a sense of urgency 
within the organization. It is time to reinvent the corporate 
mindset and culture in order to create an environment that 
is flexible and sufficiently open to the adoption of new and 
innovative business models. 
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