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Alcatel-Lucent: Marketing the Cell Phone as a Mobile
Wallet

It was late 2010. Danny Goderis (Vice President Bell Labs Benelux) and Rudi Broos
(Innovation director) wrapped up an exhausting but thrilling day in Alcatel-Lucent’s Antwerp
office. Earlier in the day, they chaired a global committee of high-level Division VPs and
international CTOs to review six innovations from all over Europe that were brought forward
in their annual innovation bootcamp process (see Appendix 1 for more information on
Alcatel-Lucent’s bootcamp process). Such discussion naturally culminated in the evaluation
of the latest developments in a very promising proposal from one of the earliest innovation
bootcamps, a team that branded itself as touchatag.

Launched three years ago, touchatag proposed using a new technology available in cell
phones - Near Field Communication (NFC) - for advertising purposes (see Appendix 2). After
several changes in the application case for this technology, the mobile wallet service was
born in Alcatel-Lucent Antwerp. It had become a venture and was currently taking off. The
idea was simple: consumers carry around their cell phone more often than their wallet, so
why not enable the cell phone as a wallet?

The opportunities for mobile wallet solutions were huge. Mobile operators, like Vodafone or
Telefénica, were in need of new revenue opportunities and any service that made the mobile
even more central in consumers’ life served their interests. Retailers, like Spar grocery stores
or chains such as McDonald’s or Starbucks, suffered high payment charges from debit and
credit transactions on ever tighter margins. They knew that the payment value chain
represented a huge market which could help them grow. The present value chain for such
payments was owned by banks (like ING), transaction acquirers (like First Data) and payment
network operators (like Visa). The major share of transaction fees were charged by
transaction acquirers and banks. They would be under attack as the mobile wallet solutions
forced transaction acquisition to shift toward the mobile operator, at least in part.

This case was prepared by Nuno Camacho, Professor at the Erasmus School of Economics, Isabel Verniers, Professor at
Ghent University, and Professors Carlos Garcia-Pont and Stefan Stremersch as the basis for class discussion rather than
to illustrate either effective or ineffective handling of an administrative situation. January 2012.

The authors would like to thank Sharif Jano for writing the case with us and providing invaluable help in data collection and
preparation.
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The original Belgian touchatag team thought of NFC as an enabling mobile technology for
money transactions. However, NFC in new phones still showed limited penetration and a
large percentage of the population still carried around mobile phones that did not have NFC.
More and more people within Alcatel-Lucent saw the low NFC penetration as a problem for
signing on mobile operators to their mobile wallet solutions. An intermediate solution -
pasting NFC tags on mobile phones without NFC inside - revealed high consumer resistance
in test markets. Alcatel-Lucent was currently researching solutions for this limitation and
already owned multiple patents on alternative enabling technologies which promised to
allow mobile wallet transactions from any phone, whether it was NFC-enabled or not.

Being responsible for innovation (which at Alcatel-Lucent means turning invention into
commercial business), Danny and Rudi were very excited by Alcatel-Lucent’s business
opportunities in this area. However, the repeated presentations they had seen both at
Antwerp and from other sites on alternatives to NFC revealed important challenges they
needed to address. They had learnt that, even though they were in a business-to-business
environment, they needed to understand the full value chain from Alcatel-Lucent to end
consumer. The likely response of the various value chain parties was also still uncertain.
Thus, Alcatel-Lucent’s market approach was still up for debate. There were still unclear
issues, like the identification of the ideal target customer for the solution, partners and
position in the ecosystem, pricing and business model and time of entry in different markets.
Contemplating the various options at hand, they looked back at what they had learnt so far.

Alcatel-Lucent

Headquartered in Paris, France, and with more than 70,000 employees worldwide, Alcatel-
Lucent, is a global provider of telecommunications equipment, services and solutions. It was
formed when Alcatel S.A. merged with Lucent Technologies on December 1, 2006. Alcatel-
Lucent originated from the merger between Alcatel and Lucent Technologies.

Alcatel has a long history in the telecommunications industry. In 1898 CGE - Compagnie
Générale Electrique - was created as a result of the merger of two electricity companies and a
bulb manufacturer in France. In the 1970s, CGE acquired French company Alcatel, forming
CIT Alcatel. In 1982, Francois Mitterrand nationalized CGE and merged it with Alsthom, the
large telecommunications subsidiary of Thomson-Brandt. ' Later, in 1986, after re-
privatization under Jacques Chirac’s government, CGE acquired the European telephone
equipment operations division of the American ITT Corp.2 The merger of CGE’s CIT with
Alcatel resulted in Alcatel N.V., the world’s second-largest telecommunications company at
that time ($27.6 billion revenues in 1990). In 1991, the company rebranded as Alcatel
Alsthom Compagnie Générale, more commonly known simply as Alcatel-Alsthom. In 1998,
the company decided to focus on the telecommunications industry and spun off its Alsthom
activities, becoming simply Alcatel. By 2005 the group had three divisions: (i) fixed
communications, (ii) mobile communications and (iii) private communications, reaching a
global turnover of almost $16 billion.

1 http://www.sjsu.edu/faculty/watkins/socFrance.htm.

2 http://www.alcatel-lucent.com/aboutus/companyoverview.html.
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Lucent Technologies was originally the telecommunications division of AT&T, which was
spun off in 1996.3 Yet, its history dates back to the 19th century and to the Western Electric
Manufacturing Company. Western Electric was the largest electrical manufacturing company
in the United States In 1891, the American Bell Telephone Company bought a majority stake
in Western Electric and became known for their traditional “black telephones.” By the end of
the 1990s, Lucent technologies had become one of the top players in the telecommunication
industry, known for its highly innovative culture and for being a major provider of systems,
equipment and software. Lucent Technologies owed much of its innovation strength to its
subsidiary Bells Labs, formed in 1925 in New Jersey. Bell Labs, originally created by
Alexander Bell in 1880,* had an impressive repertoire of successful innovations including the
transistor, laser, UNIX operating system and the C programming language.®> Research
conducted at Bell Labs over the years had resulted in an impressive wall of awards, including
seven Nobel Prizes in Physics, nine U.S. Medals of Science and 12 U.S. Medals of
Technology.b In 1999 alone, Bell Labs scientists registered more than 1,000 patents. In 2005,
Lucent employed more than 30,500 workers and its sales reached $9.4 billion.

The merger of Alcatel with Lucent Technologies in 2006 created an unparalleled global
communications solutions provider, a company well-known for its very complete end-to-end
portfolio of solutions and services.” Yet it also brought severe challenges to the new giant. In
July 2008, Alcatel-Lucent announced that both its chief executive, Patricia Russo, and its
chairman, Serge Tchuruk, would step down amid shareholder complaints over billions of
dollars in losses following the merger.2 By the end of 2010, the company seemed prepared
for a comeback, with CEO Ben Verwaayen announcing that the company would be able to
meet the goals set in 2008. Shareholder confidence in the financial situation of the company
also grew, translating into a steady rise in share prices.

The Mobile Wallet Solution

Birth of the Mobile Wallet

Mobile payment entails servicing transactions that are typically performed using cash, debit
cards, credit cards or even travel or gift cards, using mobile communication technologies. At
Alcatel-Lucent, the goal of the Mobile Wallet was to offer consumers a technology capable of
simplifying their transactions (payments and money transfers) as well as making it easier for
them to keep track of these transactions via their mobile devices. The 2007 idea to use NFC
to develop a mobile payment system was one of the first outcomes of a new business
incubation strategy at Alcatel-Lucent called innovation bootcamps (see Appendix 1).°

3 http://www.corp.att.com/history/milestones.html.

4 Robert V. Bruce, Bell: Alexander Bell and the Conquest of Solitude, (New York: Cornell University Press, 1990).
5 http://www.alcatel-lucent.com/wps/portal/BellLabs/AwardsandRecognition#tabAnchor2.

6 Idem.

7 http://www.alcatel-lucent.com/aboutus/companyoverview.html.

8 http://www.nytimes.com/2008/07/30/business/worldbusiness/30alcatel.html?_r=1&dbk.

9 http://connectedplanetonline.com/wireless/news/ALU-RFID-contactless-0612/.
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