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Navigating industry turbulence:
An interview with Erik Hoving

Chief Strategy, Innovation, and Technology Officer, KPN Group

With 6.5 million fixed-line customers, 37 million
mobile customers, and activity in the Netherlands,
Germany, France, Belgium, and Spain, KPN is one
of Europe’s leading telecommunications providers.
In addition to telephony, KPN provides Internet
service to 2.5 million customers and offers busi-
ness network services and data transport through-
out Western Europe. KPN has also been in the
digital terrestrial television game since 2004 and
began offering IPTV services in 2006.

In 2008, Erik Hoving joined KPN as its Chief
Technology Officer for KPN Mobile International
and the Chief Executive Officer of KPN Netco
Mobile International. He is currently the Chief
Strategy, Innovation, and Technology Officer for
the KPN Group.

McKINSEY: What are the challenges for the indus-
try at this stage?

ERIK HOVING: On the one side, a major chal-
lenge has to do with the way our customers are
engaging with the technology. Ten years ago,

this industry was able to predict and manage
how customers would use the technology, largely
because customers didn’t have much of a choice.
Today, however, customers have the ability to
choose how they use our products and services.
The technology is much less rigid, and custom-
ers are taking advantage of the flexibility. This is
having a direct impact on brand loyalty and on
the overall value chain in the industry. The top
worldwide brands five years ago in the telecom-
munications, media, and technology sector were
Nokia, Vodafone, IBM, and Microsoft. Today, we’re
talking about Google, Apple, and Facebook. The
marketplace is changing, and customer behav-
ior and preference are driving this change. On

the other side, sector leaders are worrying about

globalization. Our industry isn’t local or even
regional anymore. Our industry has become very
global. Advanced LTE is the next space in the
mobile industry, and this is a prime example of
how technology advances are no longer solely the
domain of Europe or the US. Massive R&D labs

in China are bringing this technology to the world,
and Vietnam and India are becoming huge con-
tributors as well. My job doesn’t have a European
focus anymore. My job is worldwide. On a day-to-
day basis, | speak with our technology partners in
China, India, and Silicon Valley.

McKINSEY: Speaking of customer behavior and
choice, demand for data over the last five years
has been phenomenal, but historical telco pric-
ing strategies have made this a difficult service
to monetize. What is necessary to address this
monetization challenge?

ERIKHOVING: The
interesting thing

is the perspective
we as an industry
have been taking
on the data explo-
sion. We like to talk
about the differ-
ences between
voice and data,

but our customers don’t view it that way. From
their perspective, they aren’t using “data” per se;
they use applications that happen to require data
transfer. We as an industry have been unable to
explain to the customer that in order to use these
wonderful applications, the speed, quality, reli-
ability, and security of the underlying data transfer
are actually critical, and communicate this value
to them. Most users do not really know the differ-
ence between 2G, 3G, and 4G.

“What we haven't
been able to do is
explain to custom-

ers why they need
data and thus com-
municate its value”




McKINSEY: It sounds like you're describing a mar-
keting challenge here?

ERIK HOVING: Yes. Marketing is a major challenge
for the industry. The more customers understand
the value of our technologies and services, the
better off the industry players are. The second
issue related to this big data hike is not prioritizing
an increase in prices but a shift in how we think
about profitability. By this, | mean changing our
own equation. Instead of looking at our cost base,
determining the profit we want, and then setting
the consumer price, | think we should first under-
stand what customers are willing to pay, derive

the target cost structure, and then simplify our
organizations and the portfolio that we offer our
customers. This is a very different way of looking at
the business. Customers will ultimately understand
there is a difference between speed and quality of
service and that if they pay more, they get better
speed or quality of service. After that paradigm
shift, players can start thinking about specific mon-
etization strategies. There are multiple ways | see
to create value here: in the devices, in the ability to
make content mobile and easy to use for consum-
ers, and in the ability to use the information.

McKINSEY: The talk is that structuring the new
mountain of user-generated data would be an
asset to software and social networking compa-
nies. Do you think there is a potential benefit for
telecoms operators as well?

ERIK HOVING: | am absolutely certain that any
company could use this information to better serve
their customers and create more value. There are,
however, two hurdles that we face as telecoms
operators. The first are the legal and regulatory
constraints placed
on us. Unlike players
such as Google,
Apple, and Face-
book, operators are
governed by local
telecoms laws that
more strictly protect
privacy. The second
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ustomers still
expect a higher

level of privacy
from their telecoms
operators”

is the difference in the way customers value and
perceive privacy between the Googles and the tel-
cos of the world. Even if regulation were somewhat
more lax, customers would still expect a higher
level of privacy from their telecoms operators.

McKINSEY: How can the industry best take ad-
vantage of the convergence between devices?

ERIK HOVING: Ultimately, you have three devices:
a small interactive screen, a bigger interactive
screen, and a very large screen. The smallest touch
screen is your smartphone, the bigger one is the
tablet, and the biggest touch screen today takes
the form of a TV set. | think these three will be
integrated eventually with one back-end and one
common application platform. All content across all
three devices will be Internet-based and data-driv-
en. For this integration to happen in the next ten
years, processing power must continue to increase
according to Moore’s law — and become about

100 times more powerful than it is today. This is the
realm of the chip industry. The other requirement is
really big bit pipes. This is the major opportunity for
operators, both mobile and fixed. Customers will
need more bandwidth and better connectivity.

McKINSEY: Another growth opportunity many
telcos are focused on is cloud. Where do you see
the role of telcos in the cloud chain?

ERIK HOVING: | believe the cloud is going to
become extremely important to telcos — especially
to integrated access players — not only in the B2B
area but also in B2C. The ease of access that
comes with the cloud will become more and more
important to users at home and in the office. The
number-one issue here is security and safety, and

| believe this is the space for the telecoms operator.
| think it is only a matter of time before customers
begin to realize that where their data is stored is
actually relevant. For example, users will want to
know the legal restrictions of their cloud services
based on the host country. But even before user
security issues are addressed, some basic mindset
change needs to happen. The cloud is actually
pretty simple, but not a lot of people understand



it. Dropbox and
Amazon Cloud still
elude many potential
users, and it will also
be the role of the
telco to help custom-
ers over that barrier.

“The number-
one cloud issue
is security and

safety, and I think
this is the space
for the telecoms
operator”

McKINSEY: We
spoke earlier about
generating rev-
enues — but keeping an eye on expenses is the
other side of the equation. What do telcos need to
do to reach the next S-curve in cost reduction?

ERIK HOVING: Now, this is an area where fixed
and mobile are not created equally. There is
certainly room for improvement for fixed opera-
tors, but in the mobile area, we have to get our
cost levels way, way down. When you look at the
biggest drivers of network and IT costs, these are
related to sites, backhaul, and energy consump-
tion. We all talk a lot about network consolidation
and network sharing. These strategies are certainly
important. We have ventured into site sharing and
we have done backhaul sharing in some places.

| think that the biggest cost savings potential,
however, is in smarter planning. | see major cost-
savings opportunities, for example, in software-
defined radio. In my opinion, the industry isn’t fully
capitalizing on the possibilities here. This can really
start to happen after the introduction of LTE and
its ability to transform where you can mix frequen-
cies. When do you make upgrades? When do

you roll out new infrastructure? Smarter planning
reduces complexity thus reducing costs — and this
is where the real savings lie.

McKINSEY: Is there a place for partnerships in this
savings equation?

ERIK HOVING: There is definitely a place for
partnerships, but not just in the conventional
sense. The process of going through requests for
information and proposals consumes so much
money and time, and procurement partnerships
only make things more complex. Telcos have so

far cooperated in procurement partnerships to
bundle and amplify their purchasing power toward
suppliers. Looking forward at our challenges,

| believe more in a new paradigm of technology
partnerships where we collaborate with our ven-
dors and jointly shape the business.

McKINSEY: What'’s your perspective on infrastruc-
ture sharing or pure outsourcing?

ERIK HOVING: In Europe, regulators have so far
been constraining the value creation from network
sharing. If you look at India, sharing seems to be
done a bit smarter. They share networks from an
operator’s birth. A great example of the strength of
network sharing comes from the railroad industry
in 19th century America. At one time, there were
multiple tracks for multiple trains between New
York and Philadelphia. Many bankruptcies later, all
the types of trains were traveling over one single
track. This applies to telecoms networks. Why do
you need four different networks in places where
there is nobody? There is a huge cost advantage
sharing networks in areas where you actually only
need the coverage. In areas where we need a lot
of capacity, we will probably think differently about
network sharing. Regarding the issue of outsourc-
ing, | think it has to do with the answer to a simple
strategic question: Is there somebody else who
can do a certain job better, more efficiently, and
more effectively than we can? There’s too much
debate over the outsourcing of “critical” process-
es. All processes are critical. Choose your out-
sourcing partners carefully with a long-term view
and put your full trust in them.

McKINSEY: What do you think about the type
of infrastructure investments the industry needs
and the role of
regulators?
“Sharing works
ERIK HOVING: Eu- when you only need
rope led the mobile
telecoms world in
2000 with Nokia
and Ericsson. Over
the next two years,

the coverage — but
not when you need
the capacity”




European regulators received EUR 200 to 250 bil-
lion from operators in licensing and other fees.
This put a significant burden on the industry and
Europe lost the lead in terms of quality of infra-
structure to other parts of the world. As a result,
South Korea, Indonesia, and Hong Kong are now
the gold standard for future infrastructure in terms
of high-speed networks, leveraging the latest
technologies. Their societies and economies will
benefit from this technology lead.

If investment is absolutely necessary
and European telcos are constrained in their ability
to fund the investment, who pays for it?

Well, there is the model used in
Australia and Singapore, where the government
pays for it. Then there is the model in Europe,
where the EU has yet to make a decision and
many European countries have chosen to await
the outcome before taking action. In the Neth-
erlands, however, we have decided to do some
things ourselves. We use the Port of Rotterdam
example. Applying today’s business plans to the
Port of Rotterdam 200 years ago would probably
have meant that a port would never have been
built. The port’s total potential and ultimate value
couldn’t have been imagined. So, for now, the
issue of infrastructure has to be taken from the
national level down to the regional level. It is clear
that the upgrade of access networks to fiber will
be different from one region to the next.



