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In the present case study, the general knowledge acquired during the Globalization Seminar, presented by Michel Henry Bouchet, will be applied with the purpose of analyzing the success trajectory of Teléfonos de México S.A.B. de C.V. (TELMEX). The case study will be partitioned in several stages in order to facilitate the understanding of the size and importance of a company like TELMEX. We will present in this study topics as the history of the company, its strategy, world presence, competitors, and a short insight of one of its collaborators. The case study will focus in how TELMEX went from being a traditional telephone company into becoming a multinational organization with a very broad variety of telecommunications services in this globalized world. 
The contact for TELMEX is the following:

Address: 
Parque Via 198 
Col. Cuauhtémoc 
México City, DF 06599 
México 

Telephone: 52-55-5703-3990 
Fax: 52-55-5545-5550 
http://www.telmex.com.mx 
History

Today, Teléfonos de México S.A.B. de C.V. (TELMEX) is the leading telecommunications company in Mexico. TELMEX and its subsidiaries provide telecommunications services, data and video transmission, internet access, and many other services in Mexico, Argentina, Brazil, Chile, Colombia, and Peru. 1 
History takes us back to 1947, when TELMEX was created to purchase two telephone companies, being Ericsson of Sweden and International Telegraph Corporation (bought in 1950). These companies provided basic telephony to Mexico, and TELMEX was created to be a monopoly of long-distance telephony industry in Mexico. 
TELMEX was very influenced by the Mexican government in the 1950’s and 1960’s. The government imposed a tax in all long distance calls made in Mexico. The billions of dollars earned were used to add telephone lines and switching station throughout the country, in the quest of staying close to the US and Europe in communicating capabilities. It was a private company, but it cooperated largely with the Mexican government. The government did not stop there; in 1972 it bought 51% of the shares and took control of the company. TELMEX became a state owned company, but it still worked practically the same it did when it was private. Telephones de Mexico grew at a 6% rate annually in the 1970’s and 1980’s. The company continued to work well for the following years, largely because it was still part private. Later, it started to have the problems that afflict state owned companies, like: political interference, inefficiency, labor union strength, and fiscal mismanagement. One of the problems was the tax created by the government earlier, it grew so much that it became the source of 50 percent of TELMEX revenues. It then became a finance platform for the Mexican government. 
Throughout the 1980’s, TELMEX downgraded its service more and more. Prices continued to escalate while quality and service continued to drop drastically. If a customer wanted a new line, he had to wait over 3 years to get it, in addition to the $500 (~$50 USD) pesos they had to pay for. When Miguel de la Madrid became President of Mexico in 1982, TELMEX started to become better. Digital lines were introduced, as well as toll free calls. But still, prices were very high and 60% of TELMEX revenues came from taxes, used for different government programs. 

Later, Carlos Salinas de Gortari became President of Mexico, and in 1989 announced plans to make TELMEX a private company again. He had been member of the board of TELMEX and knew that radical changes were needed. The plan was to get TELMEX operating on its own and by this enhancing the country’s communication infrastructure and give a better service to the Mexicans. In 1990, TELMEX began accepting bids from investors to buy 20% of stake. The winning bid was conformed by Southwestern Bell, France Telecom, and Grupo Carso. Grupo Carso was the leading investor with half of the $1.76 billion and received a leading 10 percent equity stake in TELMEX, while its partners financed the other half.  Grupo Carso then had operating control of the company, Southwestern Bell was to improve operations, and France Telecom concentrated on line expansion and modernization. 

When TELMEX went private it was generating net profits of about $1.1 billion from sales of roughly $3.8 billion. However, the company was in need of urgent repair. At that time there were only six lines for every 100 Mexican citizens, compared to more than 50 lines per 100 citizens in the United States. More than 1.5 million people were on a waiting list to get service, and the typical wait was at least 18 months. As part of the purchase agreement between the Grupo Carso consortium and the Mexican government, the new controllers of TELMEX had to agree to rapidly increase and improve long-distance telephone service in Mexico. A plan was generated for a 3 year benchmark where 8,500 miles of fiber optics were installed, 500,000 electromechanical lines were substituted by digital lines, and service had to be available in all rural towns with more than 500 habitants. After that, TELMEX started to grow very rapidly. In 1993, average annual rate of new phone lines was 12.6% and sales were up to $7.9 billion USD.

The late 1990’s were a mix of good things and bad things for TELMEX. On the one hand, the Mexican government wanted to eliminate the monopoly position TELMEX had over the long distance calls. The fees competitors had to pay TELMEX for interconnection decreased slowly until in 1997, the company lost its monopoly over Mexico's long-distance phone market. On the other hand, in 1998 revenues rose to $11.4 billion and its service lines increased in 7.3% in that year. A lot of new services were now offered, such as digital services, including three-way calling, call waiting, call forwarding, caller ID, and voice mail. Also, TELCEL, TELMEX cellular branch increased its number of clients by an impressive 89.9% in 1997. 

Today, TELMEX has evolved and telephone service is just a part of the company’s series of services. TELMEX now offers data transmission, internet, DSL through Prodigy (TELMEX owns 18.9% of Prodigy Communications Corporation), etcetera. In addition, TELMEX is now present in South America as a strong competitor in telecommunications. All this points are discussed later in the case study.  1
Current Position
TELMEX has grown to a great extent in the last decade, thus becoming a company that offers a wide range of services in telecommunications. From basic telephony to high speed internet access and mobile technology, TELMEX has become a monopoly that encloses all the telecommunication services. In this case study, we will present the most important services provided by TELMEX. For further information, we list the parts that bring together the company: 2
Basic Telephony
Line to line telephony was what started TELMEX decades ago. It consists of land-line connections and land to mobile connection. (Mobile telephony is another subsidiary of TELMEX, called TELCEL). This year, local service generated revenues for 60,428 Mexican pesos, being 34.5% of its total revenues. In addition, domestic and international long distance generated 40,205 and 13,234 million Mexican pesos, respectively. This indicates that even with the broad amount of services, basic telephony is still TELMEX’s main service with 57.5% participation in the company’s total revenues. The following chart indicates the amount of revenues and percentage each service created. 
[image: image16.jpg]Source: TELMEX Annual Report 2006

Internet

TELMEX offers two kinds of Internet service. It counts with the traditional dial-up service and the DSL high speed internet. The company is focusing much more in the Prodigy Infinitum (DSL) part of the service. TELMEX provides internet access to 1.8 million accounts. The Infinitum brand was updated by doubling the speed for the same price and integrating services like e-mail accounts, child-safe Internet navigation, antivirus software and the Prodigy Cam service.
Computadoras TELMEX
TELMEX has eased the customers with financing to get a new computer since 1999. In that time it has facilitated purchases of 1 million 134 thousand computers. Thanks to this, Internet access has grown very rapidly in Mexico.
DATA

Data transmission has been one of TELMEX strong points since a couple of years. TELMEX counts with 93,829 kilometers of fiber optics. Last year 4,196 kilometers were added with an investment of 1.16 billion dollars, bringing the network to be one of the largest in America. 

Security

Constant surveillance of the network is supervised in real time preventing any harm to the security of the equipment of the customers. In addition, a backup service is offered to prevent service loss and to be able to operate during crisis situations such as natural disasters. 

Fundación TELMEX
TELMEX created a philanthropy section of the company in 1996 to help Mexicans with low resources in different aspects. Through Fundación TELMEX, the company has worked in nationwide permanent programs in education, health, justice, culture, sports, human development, and natu​ral disasters.  
Some of the most known programs are: special surgeries financed by TELMEX, bicycles given to children who have to travel to school, humanitarian help in case of natural disasters, etc. The following chart taken from the TELMEX Annual Report 2006 summarizes the help given by TELMEX in the past decade and this year.  
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Source: TELMEX Annual Report 2006

Tiendas TELMEX
Tiendas TELMEX (TELMEX Stores) is a section of the company that focuses in sales by having a physical display and full description of each product and service. TELMEX has 387 stores throughout Mexico, and last year improved all its stores by adding automated bill payments, product displays, and now offers a bigger variety of computers, telephone equipments, and entertainment. The changes made TELMEX Stores the nation’s leading computer retailer during 2006, positioning the company as an important participant in Mexico’s retail sales market. 
Corporate Services
TELMEX has a service called Asesores TELMEX (TELMEX Advisors) that is focused in helping small and medium sized companies build a telecommunications infrastructure. It gives the clients a special contact number where a personalized advisor helps the client decide what is better for their needs. Some examples of services provided are: different plans of telephone connection, e-mails services, online backup, secure connection, etc. 2
Revenues Summary

To fully understand TELMEX’s current position, it is necessary to look at the accounting numbers. A brief summary of the revenues is presented in order to offer a clearer view of the magnitude and presence that TELMEX has.
According to the TELMEX annual report of 2006, last year consolidated revenues rose 0.9% to 175,006 million pesos. This was mainly because of the increases in corporate networks, Internet access and domestic long distance. Also, revenues in other branches such as Yellow Pages and TELMEX Stores rose. A series of charts are presented in order to clarify the growth in the last decade and this year, as well as the source of this growth. 
[image: image18.emf]

Also, the total revenues came from two main sources. Operations in Mexico handed 73.3% of the revenues while Latin America contributed with the other 26.7%. The breakdown shows that 75.60% of the revenues came from voice services, 20% from corporate networks, and 4.40% from other sources. 
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Telecommunications Mexican Market,

TELMEX and its Competitors
The competition within which a company evolves explains the strategic decisions that a firm had taken or will take.

Today, in a globalized environment, no one can avoid competition, which may come from anywhere.

Thus it is interesting to analyze the competitive context in which Teléfonos de México is evolving from its creation until today, and this, in order to better understand decisions and success of the biggest telecommunications company of Latin America.

Until 1990: a State monopoly

By buying in 1947 the American branch of the Swedish firm Ericsson, then in 1950 the ITT Corporation Mexican subsidiary, an investors group thus created the single Mexican telephone company. TELMEX became a monopoly. In 1972, Mexican government decided to nationalize the company by doing a public monopoly. So there was not any competitor to challenge them in the Mexican telephone market.

1990: TELMEX privatization

In 1990, Carlos Salinas de Gortari decided to sell the company to private investors mainly composed by Carlos Slim, France Télécom and Southwestern Bell Corporation in order to improve quality of services.

However TELMEX kept its monopoly rank until 1997.

1997: Imposition of Competition in long distance services in Mexico

Things began to change in 1997 with the opening of the Mexican telephone market. Indeed, at this moment, TELMEX was viewing other companies entering the market like AT&T, MCI and Axtel. From this date, TELMEX has succeeded in competing with the main telecom international groups. Its rising is no doubt due to its capacity of technological innovation, its dominant position from the beginning, and its membership of the most powerful Mexican group: Carso group, managed by the well-known Carlos Slim, recently become according to Forbes the richest man in the world…

The Mexican market

Let us have now a more closely look at the TELMEX role and evolution in the current Mexican market:

Fixed-lines market

In 2003, the fixed-lines market was equal to the third of telecommunication market in Mexico, and was estimated US$ 5.6 billions. Today, there are about 19 billion fixed-lines in the country. This number is composed on one hand of residential lines for 76% which create only 24% of the traffic. On the other hand 26% of lines are commercial lines and are responsible for 80 % of the traffic.

Today, TELMEX is still holding almost the whole market. Indeed, its market share is nearly 90% for the fixed-lines market and almost 75% of long-distance telephony services. If 14 private firms own a licence in order to use Mexico fixed-lines, only about the half of them are really active on the market.
However, the disparity is considerable between the Mexican areas; thus, 60% of Mexican fixed-lines are concentrated in the 5 economic centers, which are Mexico, Nuevo Leon, Jalisco, Veracruz and Baja California. As example, in the State of Mexico, there are nearly 40 lines for 100 inhabitants, while in the State of Chiapas this number is under 5%.

AXTEL: the first “competitor” for fixed-lines

The Axtel company is since end of 2006 the second largest player on the fixed-lines market due to its acquisition of Avantel in December. Over 2006, revenues of the firm have grown by 20% and lines in services have increased by 29% to nearly 630 000 lines. And these rates are even higher regarding only the business market with +29% of revenues and +38% of lines in service

The Mobile phone market

The lack of fixed-lines infrastructures has naturally involved a fast development of mobile communications the last few years. That is the reason why in 2003, if 16 million fixed-lines were active, the number of mobile lines reached 27 millions. At the end of 2006 there were more than 54 million lines growing by 15% over the year. In 2003 the mobile phone market was valued at US$ 5.1 billions, which was 31% of the Mexican telecom market. Several factors have hugely contributed to the growth in term of number of subscribers and in term of traffic:

For example, the price decrease due to more competition; the set-up in 1998 of the “El que llama paga” clause that says call is paid by the issuer; the GSM adoption in 2002 and 2003 by Telcel and Telefónica Movistar; the launch of new services as operators interconnection for SMS sending.
And still here, the leader on the mobile phone Market is TELCEL, America Móvil subsidiary, born in 2000 from a TELMEX scission.

At this moment, Telcel owned 8.9 million lines. Today, there are 46 million subscribers who allowed Telcel to have a 76% market share in Mexico (March 2007).

Only 5 actors are sharing this market. (4 actors, considering Unefon & Iusacell recent merger). Following Telcel with 76% market share, the second major player Telefónica Móviles owns only 15% market share. Other smaller competitors are Nextel, Unefon and Iusacell with less than 4% market share.

Moreover on 29 March 2007, Unefon and Iusacell that were the first to offer 3G services, decided to merge, in order to become the 3rd major player on the market. Telcel is clearly dominating this market since years, even if this market is growing and evolving fast.

5 actors and Market shares

	Company
	Market share on Mexican mobile phone market
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Internet & broadband market

There is obviously no doubt this market is the one that currently grows the fastest. In 2004, the Mexican internet market was the 11th in the world. Mexico is one of the OECD members with the highest growth rates for broadband services.

Market penetration rate evolution:

	YEAR
	Users
	Population
	% Pen.
	Usage Source

	2000
	2,712,400
	98,991,200
	2.7 %
	ITU

	2004
	14,901,687
	102,797,200
	14.3 %
	AMIPCI

	2005
	17,100,000
	103,872,328
	16.3 %
	AMIPCI

	2006
	20,200,000
	105,149,952
	19.2 %
	AMIPCI

	2007
	22,700,000
	106,457,446
	21.3 %
	AMIPCI


http://www.internetworldstats.com/

If internet access is growing fast, broadband and especially ADSL access is booming. It is the telecom market in Mexico which is growing the fastest. In 2005 dial-up lines were beginning to decline while broadband grows by 122%. TELMEX is the leader on the broadband market, even if it is in competition with more actors than on fixed-line and mobile phone markets. Indeed, if those operators are competing with TELMEX using ADSL as Axtel or Maxcom, other actors are also in competition: cable TV providers as the biggest competitor, Megacable. ADSL and cable modem are technologies which have the most users, but the wireless technology Wi-Max should grow faster and faster in the coming years.

	[image: image9.emf]
Source : TELMEX 2Q2007 report 
	TELMEX ADSL offer, Infinitium, is subscribed by 2.4 billion people, and has grown in term of customers by 73.2% between Q2 2006 and Q2 2007.




In 2004, TELMEX was already the leader on the internet broadband market with 51% market share, followed by Megacable.

2004 Internet broadband market shares:

	Prodigy (TELMEX) 
51%

Megacable     

34%

Cablemas   
 
 7%

Others     
 
 8%


Data source: Pyramid Research

Today, excluding broadband services furnished by mobile phone companies, TELMEX controls 60% of this market. To conclude, nobody could challenge the TELMEX position as the leader on the Telecom Market. It succeeded to keep its rank all over the years, maybe thanks to its membership in the Carso group, but surely thanks to its innovations and its capacity to enter new markets in South America, by challenging competitors as international groups.

TELMEX in the World
Teléfonos de Mexico S.A.B. de C.V. or TELMEX is, as we said above, a telecommunication company. It offers goods and services linked to telecommunication in Mexico, Argentina, Brazil, Chile, Colombia, Peru, and in the United States of America.
I/ TELMEX in South America

1.1 TELMEX in Mexico

1.2 TELMEX in Argentina

1.3 TELMEX in Brazil

1.4 TELMEX in Chile

1.5 TELMEX in Colombia

1.6 TELMEX in Peru

II/ TELMEX in the US

TELMEX international network




I/ TELMEX IN SOUTH AMERICA

South America represents the higher global growth of the telecommunication market with a population of 350 million of inhabitants and a weak rate of density: 

· the services’ market of wide tape spread rises by 35% a year

· the annual growth rate of Internet services’ market is more than 40%

· more than 21 million of access ways had been created between 2000 and 2005

· the number of mobile’s subscribers has increase by 15,4 million in 3 years (from 2000 to 2003)

In order to answer those needs, TELMEX and Bell Canada International Inc. (BCI) had decided to create an alliance on the South America telecommunications’ market. The development of the network started in Brazil, Columbia and Venezuela.

1.1 TELMEX in Mexico: privatization


The idea of privatizing TELMEX came from Carlos Salinas, when he was running for President in 1988. The decision had not been taken in order to raise TELMEX’s profits but, according to the World Bank, it was more a symbol. Indeed, TELMEX was experiencing healthy profits and its privatization was an example to show that Mexico was serious in its process of privatizations and development of its private sector. When TELMEX has been sold in 1990, the World Bank provided it a 22 million dollars loan to assist the sale. In the same way, the government took several measures: it first decided to raise the telephone-service prices and then to delete an indirect tax on telephone service. The taxes remained was included in TELMEX’s prices which caused a rise of general prices for consumers.

In 1989, Mexico government, which owned 56 percent of TELMEX’s stock, decided to sell the majority part of its voting stock, that is to say, 20.4 percent of total stock. In November 1990, Carlos Slim won the battle, buying 51 percent of the stock, when Southwestern Bell and France Telecom each purchased 24.5 percent of the voting shares, the all for 1.67 billion dollars.

Who were the winners and the losers of that sale? The winners were the foreign investors with a gain of 67 trillion pesos (90 percent of the net benefits from the sale). The losers were indisputably consumers with a lost of 33 billion dollars, due to the prices’ rise. Indeed, in 1996, the charges of international and national long-distance services dropped 10-15 percent. However, between those two categories, there were others winners which were government, domestic shareholders and employees.

1.2 TELMEX in Argentina

The main operation in Argentina occurred in September 2006, when Carlos Slim announced the sale by TELMEX the local ISP named Ertach. This company operated a main WIMAX (Worldwide Interoperability for Microwave Access) network in Argentina. The sale cost 22.5 million dollars to TELMEX.

But there was another operation before that it is important to notice: TELMEX avoided the local operation of AT&T and business communications provider MetroRed, purchasing AT&T’s Latin American operations.

Indeed, TELMEX Argentina proposes some services for voice and data traffic. However, a lot of customers are only reached by local wireless network and LMDS links for business; TELMEX use for this the networking equipment from Canadian vendor SRTelecom and can then promote some package including phone and broadband internet services.

In Argentina, TELMEX has two main incumbents, Telecom Argentina and Telefónica de Argentina. However, these incumbents are not really competitors because they are non- competing when it comes to the speed of ADSL service for instance.

Thus, the bought of Ertach’s WIMAX IPS by TELMEX, permitted the latter to become a major player in Argentina. The broadband provider, Millicom Argentina, operates the largest WIMAX network since 2005. In particular, in the province of Buenos Aires, this provider links 100 municipalities in a unified network that provides data and voice services to the police, the school boards, the city halls, the public hospitals and so on.

According to Victor Algara, General Manager of TELMEX Argentina, the company has 11% of the corporate market.

1.3 TELMEX in Brazil

TELMEX entered Brazil market in July 2004, when it bought the long-distance operator Embratel Participações based in Rio de Janeiro, investing 2.76 billion dollars. This bought has been profitable for each actor: Embratel experienced its first profitable quarter in 2005 with a profit of 17 million dollars and Carlos Slim bought a 49 percent voting stake in the Brazil’s biggest cable company, Net Serviços de Comunicação. Now, the Brazilian market is growing very fast and TELMEX Brazil unit grows as fast as Mexican one. According to Rogelio Gallegos from Actinver, “(…) the Brazilian economy is bigger than Mexico’s, there is a much bigger growth potential there”. Indeed, today TELMEX Brazil sales reach 1.46 billion dollars (in a quarter). All the more, high-speed internet will grow by 15 percent annually over the next five years. Thanks to its good wealth, TELMEX can use only one system contrary to its main competitor Telefónica which has to propose package with high-speed internet, phone ant TV services. TELMEX Brazil’s share of the high-speed internet market rose to 18 percent from 11 percent since the first quarter of 2006. Telefónica experienced a drop of 2 points (28 percent) in the same time.

1.4 TELMEX in Chile


TELMEX’s strategy in Chile consists in focusing on providing advanced telecommunications services to corporate customers. TELMEX hopes covering 98 percent of the population with the WIMAX technology before the end of 2007.

In February 2007, TELMEX signed a contract with Alcatel-Lucent in order to cover professional and residential inhabitants in the main 24 cities of Chile.

1.5 TELMEX in Colombia

The first of September 2005, the Colombian government and Carlos Slim announced the hiring of TELMEX in order to manage the daily operations of Telecom. Telecom is the Colombia’s state-owned telephone company which was in difficulty. The other function of TELMEX is to position Telecom to enter the phone market. In order to manage, TELMEX has decided to focus its strategy on differentiating the offers thanks to innovation, the development of IP telephony services and the introduction of Internet solutions (for mid-sized companies).

The increase expected concerning the revenue would then allow the Colombian company Telecom to meet its pension obligations.

1.6 TELMEX in Peru


TELMEX entered the Peru market on the February 12, 2007, buying a Peruvian cable TV operator, Boga Comunicaciones which operates in Lima and Chiclayo. Now, TELMEX Peru is implemented in ten other cities in Peru and offers data transmission services, Internet access, public telephony and voice services.

II/ TELMEX IN THE UNITED STATES OF AMERICA


TELMEX USA proposes integrated solutions and diversifies alternatives to maximize the access conditions and the network function. It sells prepaid telephone cards too, especially in high concentrated of Hispanic communities’ states. Moreover, in October 2006, TELMEX bought 80 percent shares of Cobalt Publishing, a US company. Thanks to this sell, TELMEX is implemented is 18 states.

TELMEX‘s Strategy

a- TELMEX in Mexico: an integrator strategy


With such market shares (90% of the Mexican fixed-line telephone subscribers in 2006), TELMEX had to diversify its activities to keep being a thriving and growing firm in Mexico. Carlos Slim understood that could be achieved through a democratization of the Internet access. Just a small part of the population had access to the Internet due to a low level of computer penetration. The directors thought then that if they helped families to buy computer, the market of the Internet would open and may become prosperous. 

In 1998, TELMEX acquired Prodigy, an Internet Service Provider (ISP), with the aim of increasing the level of computer penetration in order that more Mexicans could connect to the Internet for a reasonable price. The company used a quick market integration approach to enable consumers to equip them with computer: they offered a consumer credit program to help people to buy Acer, Hewlett-Packard, IBM, or Compaq desktops with the embedded Prodigy ISP. The package was $40 per month for the computer and gave an unlimited access to the Internet.  Nevertheless, the key factor of the success of the program was to offer a full range of options permitting to have access to the most advanced technology. These additional options enable TELMEX to attract richer people. 

That was a great success with about 220,000 subscribers at the end of the first year. Two years later, Prodigy, boasted 635,000 consumers, which was 50% of the Mexican market.


In so doing, we can see that TELMEX has an integration strategy in its own country. This is due to the fact that its growth is harshly limited by the average Mexican standard of living.

Over the acquisition of Prodigy, TELMEX has also diversified its activities and offered a large range of services to face the ongoing technological evolution.

However, when diversifying its activities, TELMEX keeps an eye on the lower social classes. 

For instance, TELMEX launched the Multifon service, which concerns social telephony. It focused on prepaid plans and the expansion of the telephone coverage with public and rural platforms. The important investments in the Multifon service allowed TELMEX to triple the Multifon Hogar lines all over the country in 2003 (around 725,000 public phones) in 2003. This service is a huge achievement in Mexico, in particular among the lowest purchasing power people, as attests the following figures. In 2003, TELMEX sold an average of 2.8 telephone cards per person. TELMEX has made the rural telephony and the integration of low purchasing power classes its priority. In this way, the company devotes each year 8.5% of its investments to the rural telephony, making of it a fundamental part of its strategy.

In addition, the company has created the “Fundación TELMEX” to assist Mexico in its initiatives in education, nutrition, culture and health. In its strategy, the company develops the Research and Development and uses technology to solve domestic changes, particularly those concerning the education and the culture. In this way, the firm dedicated more than 400 million of Pesos for these purposes). That shows the importance of TELMEX’s social commitment.

Aware of such an overwhelming leading position in the telecommunication sector in Mexico (90% of the Mexican fixed-line telephone subscribers) combined to the fact that the income levels of the local population will not be sufficient to ensure the growth and the prosperity of TELMEX, the company had to modify its strategy. In this way, the firm chose to expand beyond its boundaries to enter new markets such as USA and Latin-American countries. The strategy of Carlos Slim was to make his firm a Pan-Am company. 

b- TELMEX in USA: a hard market to enter


The entry of TELMEX in the North American market, especially in USA, has been allowed through TELMEX USA. The primary strategy of TELMEX USA is dedicated to deliver end-to-end, integrate telecommunications solutions to MNCs (Multinational companies), Carrier Relationship management and provide international services via pre-paid platforms. TELMEX looks for being close to the market and to the customers’ requirements thanks to a direct sales force and a Customer Care Organization all over the USA. They have also created a solution to develop integrated solutions (the Solutions Center Engineering team) with the objective to deliver a ‘One-Stop-Shopping’ experience for customers and then to get a high global customer retention and to maximize its margins. Furthermore, TELMEX USA supplies relationships with other carriers for bandwidth and wholesale services in order to continually optimize its capillarity and minimize the customer access and transport costs.

Globally, TELMEX USA tries to form alliances with strategic partners or others carriers to ensure and enhance a favourable and competitive market position through a segmentation strategy.

However, the American legislation, restrictive for foreign companies, and the high level of competition, make the business difficult for TELMEX in North America. In this way, USA are not the priority for TELMEX, contrary to Central and South America where they can count on competitive advantages, like to be a firm coming from South America.

Nonetheless, TELMEX has to pay attention to the growing Hispanic market in USA. Indeed, for this part of the US population, being a Latin American company is a competitive advantage. Moreover, this population has a greater purchasing power than the Latin Americans have.


Thus, due to these difficulties to establish on the US market, TELMEX had to move on other markets easier to enter like South and Central America where competition is less strong.

c- The Central and South American market: a duopolistic competition with Telefónica

The implantation of TELMEX in Latin American has been heavily facilitated by the withdrawal of many global companies from the area due to a too low income level of the population.

For instance, at the end of 2003, TELMEX launched a $207m-offer to the US firm AT&T for its Latin American division, which opened markets in Argentina, Brazil, Chile, Colombia and Peru.

Then, on March 2004, TELMEX bought MCI’s shares in Embratel, a Brazilian telecommunication provider. The deal was concluded for $400m for MCI’s 19% economic interest and 52% voting interest. Jaime Pardo, the TELMEX’s CEO, claimed that acquisition of the Brazilian would reinforce the international strategy of TELMEX, particularly by expanding their synergies in the area and the offering of state of the art telecommunications products and services in Latin America. Since then, TELMEX has made other moves in the region with, among others, the purchase of Chilesat (the third-largest long distance operator in Chile), the acquisition of Techtel (an Argentina data services provider), purchases of a majority of the Brazilian firm Net and acquisitions of companies or cable television firms all over the continent.

All these acquisitions of companies over Latin America prove that TELMEX has made a long-term commitment to the continent and want to play an important role in the region’s telecommunication growth.


Furthermore, we can say that the TELMEX’s expansion in Latin America is paced by its competition with Telefónica, the Spain’s largest telecom operator, which is also the foremost telecom company in Latin America. The competition between these firms has been a succession of moves and counter moves (mainly acquisition of companies) from both parts and that nearly leads to a duopolistic competition on this market.
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At the current time, Telefónica remains the leading company with more market shares and more presence in the different countries. However, we can think that the “Latin Americanism” of Carlos Slim will be helpful for TELMEX because he is indirectly involved in politics and then, his way of thinking will be, for sure, an advantage for doing business in countries such Brazil, Argentina and Venezuela with theirs “pro-Latin American” presidents: Lula, Kirchner and Chavez.

Globally, the TELMEX’s strategy in Latin America is to grow in every sector of the telecommunication (fixed-line telephony, mobile phones, Internet, data services providers, cable television, long-distance operator …) and to be present in as many countries as possible. The expansion is mainly allowed through acquisitions of existing local firms or withdrawals of MNCs.

After the analysis of TELMEX structure and organization, it would be interesting to focus on the company’s situation within the globalization. As telecommunication industry is particularly exposed with global factors and actors, a SWOT analysis, as the first part, seems me to be the more suitable method to then, process the study of the different options opened to TELMEX, in a second part.

SWOT Analysis:

We used as our main source of information for this part, a famous business information company, Datamonitor, written on the 14th August 2007.

Strengths:

Market Leader

TELMEX is the largest telecommunication company in Mexico. As it’s explained below, they are considered as the market leader due to its past public monopole. They also have more than a half of the broadband market share in Mexico. With their subsidiaries through America, they have a significant position thanks to their ability to enter in new markets. They particularly develop a strong brand identity.

Thanks to this dominant position, TELMEX can influence broadly its market and benefit of scale savings.

Diversified Portfolio

TELMEX is not exposed in only one business. Of course, its core business is local fixed line, but the company diversified its activity in order to spread the risk across different sector.

Below is the activity spreading of TELMEX in Mexico:
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High Returns

The telecommunication industry is a particularly profitable business, known as a high margin service provider. In addition to this fact, TELMEX succeed last year to over perform its own industry average margin. Investors are confident to the board thanks to the high return on equity.

Weaknesses:

High dependence on the Mexican market

Revenues with the Mexican business reached 72.9% of the total revenue, and nearly 99% of the total operating income in 2006. TELMEX is significantly exposed to the Mexican economical dynamism. Moreover, in all countries, historical operator in telecommunication business is attacked by low cost new competitors. Indeed, keeping its market share stable is difficult. The trend for few years is assimilated as a long decline in its core business; it will affect seriously the next performances.

Declining Margins

The net profit margin is declining every year, due to an increase of the cost pressure for few years. The strategy must face to this fundamental trend.
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High leverage

The company has an outstanding debt too important, affecting the financial risk and raising the cost of capital significantly.

Opportunities 

Expending presence in growing market

As said in previous part, TELMEX is expanding in growing market, especially in Latin America, thanks to investment and acquisitions.  They develop their activity through new product (Wimax for example) or geographically. It constitutes essential opportunities for the holding, which already dominate its domestic market. Continuing this strategy enable the group to benefit of other growth potential. Countries still have low equipment and penetration rates. 

Growing adoption of internet and broadband services

Consumption habits with Internet and broadband services are growing rapidly in emerging countries in America. Experts assess the growing rate over 50% annually. The penetration is still low. Internet services are particularly liked by Latin consumers, comparing with other countries in the world.

Threats

Increasing competition in fixed line market

TELMEX have some trouble to retain its market share in fixed line segment. Competitors generally use the price advantage to differentiate with TELMEX. Mexican Communication Ministry has recently authorized TV and Radio broadcasting company to offer voice and data, and broadband Internet Services. Those problems also put in difficulties TELMEX subsidiaries in Brazil or in Chile.

Regulatory pressures

In the 90’s, TELMEX board was very close with the Mexican governments. Indeed, regulatory pressure was low, and price regulation inexistent. Since 1999, the company can not raise its tariff rates in fixed line and wireless line, and since 2001 for long distance call. The trend from local authority is toward a liberalization of the sector, in the benefit of the consumers, by accruing the competition between players. The situation seems to be more difficult for the company.

Volatile MXN/USD exchange rate
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As you can see in the monthly chart below of USD against MXN, the level of volatility of the Mexican Peso is high compared with other currencies. The exchange rate is a strong factor of success in TELMEX corporate investments outside its domestic market. In 2002, the peso declined strongly versus the USD; TELMEX had difficulties to invest abroad, as its Mexican client paid their bill in peso which worst less in USD. Investing in Brazil for instance is more expensive than in Mexico. Nevertheless, since 2005, the current flow turned in favor of the local currency thanks to international investment in Mexico. Moreover, the currency MXN particularly relied on oil prices, which is trendily up for few years, and is actually at a historical high point.

Options offered to TELMEX to face its environment

A. In its own market

TELMEX must try to keep its market share stable using the quality advantage. That means factors like Innovation and Client Relationship Management must regularly improved. But in fine, TELMEX must be prepared to lose market share in Wireless and local fixed communications. .

B. In other market 

a. Developed countries

Using its strong brand identity, TELMEX should lead hard retailing strategy to continue to gain market share and sell its new product widely throughout South America and Latin America. Europe is a different market, and even though the acquisition strategy seems to be appropriate to penetrate this market, it must be noticed that this is the beginning of the maturity stage, except niche segment, which constitute better opportunity.

b. Emerging countries

TELMEX is a good player to penetrate market in emerging market, and because it is already present in the most profitable countries in America, they should orient their trade strategy in Asia. It is here, where a lot of profitable investment has not been done. India, for example, is largely under the equipment rate of china whereas this country is said as next telecommunication Eldorado.

Analyzing means and costs
If we glance at the old acquisition and strategy of TELMEX, we will notice that in the last decade, TELMEX made some mistakes and some of them had cost them a stable financial report. In 2002, M. Pardo (former CEO) said his aim was to avoid TELMEX to make “lavish acquisitions” in Mexico. Until that day, TELMEX only made takeover bids on foreign enterprises. He made a benchmark on the global telecom sector and realized this market will have to change in the next 5 years. TELMEX used to invest about $1.1 billon dollars a year. For instance in 2004, TELMEX paid $400 million dollars to acquire the majority of Embratel, leading company in telecom market in Brazil. From 2004, they only made bid on telecom suppliers firms in the South American. With this strategy, TELMEX had tapped the whole market and made sure that none of their competitor could prevent them from being a magnate in the continent.

First I would notice that Mexican telecom market registered an 18% percent increase in the last year. Moreover, TELMEX was for a long time in a monopoly position… And as we could saw in the French telecom market, they had a benefit from this position to enforce their position. Because, Mexican people were used to contract with TELMEX when it was alone in the market and many of them refused to contract with another one because they were quite happy of the services given and the process to contract with a competitor wasn’t easy to do. So, TELMEX can use its leading position to enlarge this position and thanks to an increasing market, I don’t see how this could change in the next years.


They also choose strategically their suppliers or shareholders. In effect, they have yet made cooperation with France Telecom a few years ago to enable TELMEX to develop in the new telecom technology. In June, they made a deal with Bell Canada Telecom to create a new firm that will be their main factor of progression in Latin America. The investment is worth at $3.6 billion dollars plus 1.8 billion $ to update and upgrade the existing partners companies. The operations including the 2 company will help more than 2.5 million customers thanks to the same mobile and fixed lines, gathering about 200 million potential customers. The new company will enjoy a single position to immediately seize opportunities available in South America out of matter of Internet, broad band diffusion and services of wireless telephony, thanks to the deployment of competitive networks providing connectivity improved on fixed and mobile platforms. The development of the network will be initially concentrated in Brazil, in Colombia, and in Venezuela, with a project of expansion in other regional markets. Jaime Chico Pardo, Chief of the direction of TELMEX, declared: “This new company will share the credits, financial forces and expertise of two suppliers, leaders in telecommunications. Both partners firmly believe in the potential of the South American market and targeted on an advanced connectivity for a higher quality. The future of this company lies in the deployment of an infrastructure of diffusion intended to offer a support for the spectacular growth of the Internet in the area “.


Michael Sabia, Chief of the direction of BCI, declared: “The launching of this new company was designed to capitalize on the explosive growth of South America as regards services of advanced communications. The American southern governments liberalize the markets of telecommunications thus aiming at satisfying the request increasing for modern and basic services. With regard to BCI, the creation of this new company is registered and reinforced our strategy aiming at becoming a paramount player in the broad band diffusion in South America, by providing us the platform necessary to reach the potential of the existing credits of BCI in the area “. 


We could think that the expansion of the current competition could create a niche to this company. This new firm will seek to develop a single trading position by deploying ultra networks modern competitive thanks to portable and fixed platforms. It must target to use its existing credits to establish a substantial presence in the major markets of the continent offering an increasing range of services to answer the satisfaction of the requests growing for its residential and commercial customer-target.   The new company will position so as to draw a substantial profit from its credits and platforms, building a competing advantage through the deployment of networks without wire unified fixed and portable, including the development of optical fiber underground railway networks. The new company will continue to seek new partners within his market. The local partnerships are essential to the success of the company, especially in the zones of right-of-way and of specialized contents. In the same way, the new company will seek to establish a trade with T1 MSN, the joint venture of TELMEX with Microsoft.  


So as we can see, TELMEX implemented an external strategy. In effect, to develop its influence in South America, they bought a telecom company in each country. It’s quite easier because they can benefit from the firm credibility to grow. I think they took the good choice because, if they had wanted to create a new company in a foreign country, they should have faced a hard competition without having a market share, without capital or technology. For instance, we could compare this situation with the merge of Aguila and Amstel in Spain. At the beginning, Amstel (Heineken Group) decided to keep the Águila appellation for the first 2 years; next, both Amstel and Águila appeared on the beer and since 2006, only Amstel appears. So, Spanish had been used to acquire the change and weren’t astonish to see from one day to another the changing of their mark. When they buy a company, they keep the name and can implement a new strategy and adapt the logistics and supply chain to the needs of TELMEX. And of course, each time, they decide to make a takeover bid on the enterprise, which is the most similar as TELMEX. So, when they merge with another company, they reduced the cost of integration of the new company. 

This strategy is very expensive because they have to invest each time to acquire firm shares, and as they don’t merge with bankrupting firm, the price share is quite expensive. As I said above, they used to invest about $1 billion a year to make TOB. And after, the same sum of money to adapt and upgrade the firm.


But TELMEX has also developed another strategy. They created a lot of adjacent services of the telecom market. People granted a great credibility to TELMEX and they benefit from it to create new services (firewall, internet security…). They had surfed on the success story of their basic services to expand its activity. And they did it with a great success because the new proposed services are more much profitable than the basic ones. First, because competitors aren’t yet positioned on this new market; thus, customers can only buy TELMEX services, enforcing their monopoly position.

In the past, many firms decided to adopt this strategy. I would refer to the iPod; it is a basic product with many adjacent services: sound system, accessories… And Apple makes much more profit on this product than on the iPod. And it is hard for other companies to compete because they can’t know as well this product as Apple and Apple has penetrated a niche and a market that only it knows. People grant Apple a huge credibility that doesn’t get their competitors. 

The main problematic of this strategy is TELMEX must bet on quality on their basic services. If they don’t, customers won’t buy the other services they propose. Research and development department must be very productive and efficient because it supports all expansion strategy of the firm. After the new services have to be very innovative and useful to maintain the leading position in terms of market shares and innovation.


To sum up, we would say that the TELMEX success story is based on both strategies; they had benefit from their monopoly position to enforce their position in the domestic market by developing innovations using the basic services of TELMEX. The main differences with their competitors are that they didn’t have to build up something, everything yet existed. So, they could have conquered other markets in the continent thanks to endless financial resources (don’t forget that TELMEX activity represents about 40% of Mexico Stock Exchange!).


Finally, we add some words of their CEO, Carlos Slim, richest man in the world according the last report. His values and point of view reflects on he company results. In effect, customers identify themselves in Slim’s position. The tycoon decided to buy the old boroughs of Mexico to update them to make Mexico a great tourist town. 

Conclusion
The history of TELMEX shows us how it rose from being a slow, state-owned company into becoming the leading telecommunications in Latin America. This company passed through several phases, such as becoming state owned, then being bought again by investors, all the way to up and downs in its finances and investing in the Mexico’s infrastructure. Today, the technology TELMEX offers to its customers is far from the discreet services it provided when it was owned by the Mexican government. This has made TELMEX a company that offers a very broad series of services, such as basic telephony, internet, data transmission, etc. Because of this, the company has such amazing numbers in its financial reports, global presence, and growth ratio.
Concerning TELMEX domestic market, nobody could challenge its position as the leader on the Telecom Market. It succeeded to keep its rank all over the years, maybe thanks to its membership in the Carso group, but surely
thanks to its innovations and its capacity to enter new markets. With 90%
market share for fixed-lines, 76% market share for TELCEL on the mobile
phone market, and 51% market share in broadband market, competitors had
and will still have a lot to do to challenge this leader on its market.
Since its birth in Mexico, it has continually expanded throughout the world.
First, Carlos Slim has concentrated the development in the South America,
implementing TELMEX respectively in Argentina, Brazil, Chile, Colombia and
Peru. Those implementations were possible thanks to, most of the time,
acquisitions of local companies’ shares. Nowadays, TELMEX is also present
in 18 states of the United States of America. TELMEX’s expansion is far to
be finished, and maybe in few years, it would operate through the whole
world.


TELMEX is an example of a young worldwide company, with one of the highest growth rates in the world. It is a world champion from emerging markets, 
which perfectly knows how to benefit from the globalization. 
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