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Verizon and AT&T are the two largest telecommunication companies in the United States.
They use their networks to watch high-definition (HD) TV; surf the Internet; send e-mail, text, and
video messages; share photos; watch videos online; and conduct videoconferences around the
globe. All of these products and services are digital. Both companies are trying to outflank one
another by refining their wireless, landline, and high-speed Internet networks and expanding the
range of products, applications and services offered to customers. But there are differences.
AT&T is staking its growth on the wireless market by aggressively marketing leading-edge
high-end devices such as the iPhones. Verizon is betting on its premium television service to
homeowners.

For a number of years, Verizon has tried to blunt competition by boasting that its wireless
network is the largest and most reliable in the United States. Now, however, it is also focusing
on expanding its FIOS TV and high-speed Internet services. FiOS is a bundled communications
(Internet, telephone, and TV) service, operating over a fiber-optic network that extends all the
way to individual homes. It delivers Internet service at speeds five times faster than cable
competitors, along with over 100 high-definition television channels, over 500 digital channels,
and over 2500 videos on demand. Verizon’s management believes the company “can’t roll out
FiOS fast enough.” Despite prices that average well over $130 for a bundle of Internet, TV and
voice services, 20 percent of the homes where FiOS is available sign up for the service.



Verizon’s FIOS move is more risky financially than AT&T’s, because up-front costs are high
and it will take time to generate healthy profit margins on this line of business. Building the fiber
system (including extending fiber-optic cabling to individual homes) costs about $4,000 per
customer.

AT&T’s strategy is more conservative. Why spend so much money on new wires when cell
phones are becoming ubiquitous and profitable? Why not partner with other companies to
capitalize on their technology innovations? That was the rationale for AT&T contracting with Apple
Computer to be the exclusive network for its iPhone. Even though AT&T subsidizes some of the
iIPhone’s cost to consumers, the iPhone’s streamlined design, touch screen, exclusive access to
the iTunes music service, and 65,000 or so downloadable applications have made it an instant hit.
AT&T has been almost neck-and-neck with Verizon in the wireless business. Moreover, AT&T
profit margins from the iPhone grow over time because iPhone subscribers are required to sign a
two-year contract for a higher-price wireless service plan.

In the long term, however, Verizon’s ability to offer TV as part of a bundle of phone, Internet,
and television services may give it the competitive edge. Even without an iconic device such as
the iPhone. Verizon’s wireless business has prospered by relying on network quality and
customer service. And Verizon is hedging its bets. In April 2009, Verizon Wireless started talking
with Apple, about selling a version of the iPhone that would work on Verizon’s network. AT&T’s
exclusive U.S. rights to the iPhone expire in 2010. If Verizon contracts with Apple to sell the
iPhone, the competitive balance will shift again.

Questions: (1) Identify the business challenges they are facing, how they solve the problem, what
are the benefits, what did they do to solve the problem in terms of people,
organization, and technology? (30%)
(2) Which company will gain more competitive advantages in the long run? And why?
(20%)



