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Convergence 2.0
Will You ! rive, Survive, 

or Fade Away?

Convergence is in the headlines again. 
But it’s not just about specifi c disrup-
tions, such as Voice over Internet 
Protocol (VoIP), Internet Protocol 
television (IPTV), mobile content, or 

the recently announced iPhone. This time, conver-
gence involves a series of ongoing discontinuities 
in technology, infrastructure, consumer behavior, 
and competitive dynamics that are creating new 
competitors and business models and are redefi n-
ing a wide range of industries besides media, tele-
communications, and technology. These shi! s are 
already starting to ripple through many sectors of 
the economy, including health care, banking, ad-
vertising, and consumer goods. 

Witness some examples of convergence at work. 
Google, craigslist, MySpace, and YouTube are not 
just assaulting the advertising revenues of newspa-
pers and other media outlets. They are also forcing 
large consumer-goods companies to rethink funda-
mental mass-marketing and advertising strategies. 
NTT DoCoMo is o" ering a mobile handset with an 
embedded credit card, and there is every reason to 
expect that other telephone companies, cable com-
panies, and Internet providers—which are already 
adept at monthly billing, payment processing, and 
credit scoring—will likewise attack the banking 
industry’s credit-card sanctuary. It is also likely, at 
least in the United States, that a competitor will 

eventually move sideways and automate the insur-
ance industry’s sluggish, paper-based claims-proc-
essing activities. 

Of course, there is great uncertainty about the size 
and timing of threats like these, but one thing is 
clear: convergence is no longer limited to Internet 
companies attacking traditional brick-and-mortar 
players. Both start-ups and large-cap enterprises 
are shi! ing into new industry spaces by leveraging 
their customers, brands, infrastructure, and other 
assets. The winners will seize opportunities to grow 
revenues and profi ts, frequently by disrupting the 
competitive structures and economic models that 
once governed business conduct. Those that don’t 
rise to the challenge will be forced to play defense 
against competitors with lower costs and more 
agility. 

Understanding Convergence 2.0 

We have seen convergence before. In the early 
1990s, telephone companies battled cable com-
panies over the delivery of information to house-
holds. By the late 1990s, the World Wide Web 
enabled new entrants like Amazon.com and Mon-
ster.com to attack traditional industries. The Web 
also stirred the imagination of executives, venture 
capitalists, and even consultants. Remember the 
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phrase “The Internet changes everything”? But 
when the Internet bubble burst, many of the con-
versations about convergence ended. Not every 
organization was ready, it seemed, to become an 
Internet company. 

What is di! erent about convergence this time 
around? Convergence 2.0 represents the culmina-
tion of rapid and ongoing developments in process-
ing power, storage, bandwidth, and compression; 
investments in infrastructure to deliver those ad-
vances to the home and the desktop; and funda-
mental changes in the behavior of consumers and 
corporate end users. These shi" s are generating 
shock waves that are shaking the foundations of 
business conduct. 

As a result of convergence 2.0, companies will face 
an array of new threats and opportunities. Some 
concern content: 

• New channels and business models for content

• The explosion of personal and user-generated 
content

• The spread of piracy and its implications for intel-
lectual-property rights and intellectual-property 
owners

Others have to do with new ways of reaching con-
sumers:

• Advertising, marketing, and communication 
strategies that take advantage of innovative tar-
geting, search, community, and social-networking 
services

• Enabling services, such as digital-rights-man-
agement systems, that will be a new competi-
tive battlefi eld for di! erentiation and customer 
control

Still others involve a new set of competitive dy-
namics:

• Competitors from traditionally unrelated indus-
tries entering new markets with disruptive pric-
ing and service models

• Web 2.0 and its potential to change the “tradi-
tional” Internet economics that have become es-
tablished in recent years 

The threats will loom large, but the opportunities 
will be just as great. For example, the danger to 
cable companies of IPTV, community-based video 
services, and alternative high-speed data access 
may be o! set by the ability to provide VoIP, vir-
tual health-care services, and remote home-secu-
rity and home-management systems. Similarly, the 
threat to the telecommunications industry posed 
by VoIP may be overcome not just by IPTV but also 
by new opportunities in payment transactions, in-
surance processing, and remote fi eld-management 
services. And the “digital attack” on the credit card 
industry by telecommunications providers such as 
NTT DoCoMo may be counteracted by the launch 
of mobile virtual network operators, virtual re-
tailing, data mining, and value-added marketing 
services.

Against this kaleidoscopic background, it is di#  -
cult to predict the future with any precision. The 
new environment will require companies to be-
have quite di! erently than they have in the past 
and to adopt new approaches to organization and 
strategy. Strategic planning has traditionally relied 
on a relatively stable competitive environment in 
which companies can understand their position 
within their industry, develop a potential path to 
success on the basis of their unique skills and re-
sources, and execute their strategy with intensity. 
That is changing with convergence 2.0. Companies 
will face a three-pronged challenge: they will need 
to develop new ways to perceive changes in the 
competitive landscape and in the needs and com-
munication patterns of consumers, new ways to 
process those perceptions, and new ways to create 
the agility required to continually alter course in 
fundamental ways. 

Companies will also need to learn how to manage 
the messy transition from their existing set of activ-
ities to new ones, while meeting quarterly revenue 
and earning targets. They will have to incubate 
new ventures—which will o" en require new skill 
sets—alongside their existing businesses, knowing 
that these seemingly unrelated e! orts will take re-
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Apple 

was able to 

reshape the 

landscape in 

its favor.

sources away from core businesses and may canni-
balize revenues. And they will need to incorporate 
rich consumer insights into their products and ser-
vices and their go-to-market e! orts. The size of the 
prize for meeting these organizational, strategic, 
and operational challenges will be signifi cant—
and the penalty for failure will be harsh. 

Crafting an Enduring 
Organizational Response

Convergence 2.0 will place new demands on a 
broad range of industries. Growth and survival 
will depend as much on fi guring out an enduring 
organizational response as on developing the right 
approach to individual issues.

Executives at a! ected companies have three op-
tions. The fi rst is to recognize the trend toward con-
vergence but delay focusing on its implications for 
their business. Such a response is not uncommon: 
in the face of uncertainty, many organizations dig 
deep and draw on the key skills, assets, and strate-
gies that have been the basis of their success. In 
the short run, this approach is fi ne, but companies 
that fail to adapt will be le"  behind by their more 
farsighted competitors.

A better option is either to defend the core busi-
ness or to take the o! ensive. Incumbents tradition-
ally protect their key goods and services through 
regulatory, marketing, pricing, or other means. 
Now they can fortify their business on the basis 
of lower costs, tackling di! erent links in the value 
chain or restructuring. Alternatively, companies 
can take the o! ensive by entering the fray and 
actively seeking out new opportunities. Such at-
tacks can o" en be executed sideways into adjacent 
markets.

Defending the Core Business. In the context of 
convergence 2.0, an attack on a company’s core 
business will frequently come from new and from 
di! erent directions. New competitors will provide 
comparable services at signifi cantly lower prices. 
That is what happened with VoIP’s assault on basic 
telephony. Likewise, new approaches to electronic 

payments are undercutting the fundamental profi t 
structure of the credit card industry. In other cases, 
new consumer and customer behaviors will shi"  
demand away from traditional products. Consider, 
for example, the growth of peer-to-peer fi le shar-
ing of music, which has led to the decline in CD 
purchases, or the shi"  away from newspapers and 
television as primary sources of news.

In cases like these, companies need to embrace 
the underlying trends and reshape their products, 
services, and cost structures. For instance, some 
telecommunications operators—confronted by 
the threat from VoIP—are bundling high-speed 
data access, wireless telephony, and IPTV services 
in order to protect their core and continue to grow. 
Major record companies are moving aggressively 
into a range of digital-music products, such as track 
downloads, ring tunes, and subscription streaming 
services, to counteract the decline in CD sales. In 
both industries, players are closely examining their 
cost structures in an attempt to lower the price of 
their products while preserving margins. To that 
end, one record label reduced its head count by 
more than 40 percent while simultaneously build-
ing new digital capabilities.

Taking the O! ensive. The smartest o! ensive 
strategy may be for companies to leverage their 
current skills and assets and move sideways into 
adjacent markets. Apple did this brilliantly with 
the iPod and iTunes. The company was able to 
break out of the barriers imposed by its unique 
proprietary operating system and attack the much 
larger community of Microso"  customers by mov-
ing into the markets for music devices and music 
retailing. 

Apple understood the double threat—piracy and 
the changing listening habits of consumers—that 
faced record labels and the growing interrelation-
ships among content management platforms, on-
line retailing, and the company’s core so" ware 
and hardware business. On the basis of this under-
standing, Apple was able to reshape the technol-
ogy, so" ware, and consumer electronics landscape 
in its favor. It was willing to make signifi cant mar-
keting and platform investments because it recog-
nized that changing the competitive calculus could 
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create massive benefi ts—whereas companies like 
Microso! , America Online, and Yahoo! waited 
on the sidelines for a clearer business model to 
emerge. Of the 99 cents that a consumer spends 
for a song on iTunes, Apple collects approximately 
22 cents—a sum that barely covers the company’s 
operating expenses. But iTunes became a way to 
market iPods, and the success of both became a 
way to entice Microso!  customers into the Apple 
music universe. (See the exhibit below.) Apple’s 
strategy opened up a market approximately 30 
times the size of its original market. 

Rather than rest on its success, Apple has followed 
with a new line of computers capable of running 
Windows and Microso!  applications. By breaking 
into both Microso! ’s market and the consumer 

electronics industry, it has rewarded its sharehold-
ers handsomely. From 1983 to 2003, the compa-
ny’s market capitalization never exceeded $13 bil-
lion, except in 2000—at the tail end of the Internet 
bubble—when it briefl y fl oated above $25 billion. 
Apple’s market capitalization now exceeds $70 bil-
lion, and during the fi ve years ending in December 
2006, its annual total shareholder return exceeded 
50 percent. 

What makes Apple’s approach unique is not 
merely its strategic insight. More fundamental is 
its organizational ability to take a risk and execute 
a plan—and, in particular, Steve Jobs’s ability to 
mobilize around specifi c initiatives—that, at other 
companies, would be buried by the strategic-plan-
ning and budgeting processes.
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Adopting a New Strategic 
Approach

Most companies continue to pursue a classic ap-
proach to strategy. They evaluate their competi-
tors, customers, suppliers, and key sources of 
value and devise strategies on the basis of their 
core competitive advantages. A standalone strat-
egy group generally conducts this exercise under 
the direction of senior management. The strategy 
is refi ned annually through an internal review 
process and by the board of directors. The pursuit 
of new businesses demands major debate, analy-
sis, and planning. And organizational responses 
are measured and slow.

Shaping your destiny and creating new value in 
a turbulent environment require a di! erent ap-
proach. Strategic planning can no longer be lim-
ited to the strategy group’s actions or the annual 
review process. It also needs to include the way 
the senior management team monitors, forecasts, 
and responds to changes in the marketplace. As 
mentioned earlier, when it comes to strategy, com-
panies will have to revise the way they perceive 
change, the way they process their perceptions, 
and the way they create the agility needed to alter 
course. Many of the specifi c actions required may 
seem straightforward, but few companies have ex-
ecuted them successfully. 

Perceiving Change. Although it will always be 
valuable to ask specialized groups, such as strat-
egy or market research, to lead the analytic and 
data collection processes, senior executives need 
to consider monitoring, forecasting, and respond-
ing to change a core part of their jobs. They can 
start to do this by paying attention to activities that 
might otherwise be delegated to strategy, sales, 
and marketing.

Understand the competitive landscape. Instead of 
looking out only for traditional competitors, senior 
executives need to evaluate potential large-scale 
attackers from historically unrelated industries. 
Similarly, they need to raise questions about how 
they might seize value from players in adjacent 
and historically unrelated value chains. Imag-

ine what the market capitalization of broadcast 
networks would be like today if those companies 
had decided that small-audience networks were 
worth pursuing back in the early days of cable 
television. 

Address customer needs. Few companies are ask-
ing basic questions about the unmet needs of their 
customers. A thorough understanding of those 
needs should give rise to new products, services, 
and go-to-market initiatives, not just to excitement 
among a few evangelists within the company 
about new technologies and individual product 
features. The entire organization, not just the 
strategy group, should be involved in addressing 
customer needs.

Communicate e! ectively with customers. While 
there is tremendous buzz about new approaches 
to communicating with customers through search, 
community, and social-networking tools, these ap-
proaches have had only a limited impact on mar-
keting. Most advertisers continue to plow the bulk 
of their marketing dollars into traditional media, 
direct marketing, and public relations on the basis 
of incremental changes to last year’s budget rather 
than developing an integrated plan from scratch 
that rebalances the marketing mix. 

Ironically, the new tools have worked to further 
isolate corporate marketing sta! s from consum-
ers. Each new set of tools gives rise to a new set 
of service professionals who help advertisers use 
those tools, and to a new set of metrics and mea-
surement services for gauging their e! ectiveness. 
In the end, corporate marketers face more com-
plexity and increasingly fragmented support, leav-
ing them alone in a sea of specialist advisers. As 
one chief marketing o"  cer recently put it, “We are 
continuing to spend more and more of our time on 
fi guring out how to communicate, at the expense 
of the consumer and the message.”

Processing Perceptions of Change. New percep-
tions about the competitive environment and cus-
tomer needs will have limited value unless senior 
management folds them into decisions about the 
company’s fundamental direction. That requires 
shi# ing from an episodic semi-annual or annual 

Most 

companies 

continue to 

pursue a 

classic 

approach to 

strategy.
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planning process to an ongoing dialogue about the 
evolving landscape. There are several steps that 
management teams might take in this direction.

Modify the agendas of monthly executive meetings. 
Agendas should incorporate a review of potential 
changes in the environment and the responses 
that the organization should consider. Meetings 
will therefore need either to be longer or to focus 
less on operating results—the standard fare at 
such gatherings. 

Assemble (and eventually dissolve) issue- and oppor-
tunity-focused teams. Such teams should be char-
tered with analyzing and pursuing the implications 
of the most potentially disruptive trends involving 
competitors and consumers. Executives should 
reach deep into the organization to sta!  these 
teams, moving across the boundaries of business 
units and functions. The teams should report to 
senior executives at monthly meetings.

Create a web of external thought leaders and part-
ners. Such individuals can share their perspectives 
on changes likely to occur in the marketplace. One 
leading consumer-goods company, for instance, 
manages an extensive and complex set of rela-
tionships that allow it to keep abreast of the 
evolving behavior of consumers and competitors 
around the world. Largely owing to these exter-
nal partners, the company negotiates more than 
100 new product and service deals a year that are 
signifi cantly steepening its growth trajectory. Its 
relationships also provide early warnings of at-
tacks on the company’s core products, enabling it 
to begin changing its positioning before its com-
petitors do.

Drive behavioral change across the broader man-
agement team. Senior executives should encourage 
change by continually asking questions about the 
competitive environment. The interest, time, and 
focus that the senior team devotes to this e! ort 
will help build awareness throughout the organi-
zation of the threats and opportunities posed by 
convergence 2.0. 

Creating Agility. Implementing these initiatives 
will create many challenges. Attackers will come 

at incumbents with business models that fun-
damentally disrupt current industry economics. 
Opportunities to move sideways into adjacent in-
dustries will o" en require new skills and capabili-
ties and pose new operating demands. There are 
several ways for companies to begin to meet these 
challenges. 

Develop an incubation capability. Many potential 
responses to convergence will require introduc-
ing new products and services outside of tradi-
tional business-development channels. Rather 
than launching new initiatives within the context 
of existing fi nancial objectives, companies should 
consider creating an internal venture-capital unit. 
Such an entity can provide seed funding and over-
sight for initiatives that are outside the scope of 
the company’s traditional businesses. 

The initiatives themselves can be funded annually 
and reported separately from operating results 
for several years. For example, one company cre-
ated a self-liquidating new-business-development 
group, which it funds annually from the operating 
budgets of core business units. Several new ven-
tures emerging from this group have turned into 
businesses worth more than $100 million.

Take a venture approach to managing new initia-
tives. In addition to fi nding alternative approaches 
to approval and funding, companies should con-
sider sta#  ng and managing their new initiatives as 
if they were venture e! orts. Some of the elements 
of this approach would include the following: 

• Establishing clear metrics for the ongoing sup-
port of initiatives

• Ruthlessly shutting down initiatives that fail to 
meet key objectives within specifi ed periods

• Sta#  ng each initiative outside of traditional hu-
man-resources channels, with talent drawn from 
inside and outside the company

• Recognizing the likelihood of failure and creat-
ing a set of metrics that reward “good” failures: 
initiatives that were well managed; that aggres-
sively pursued their targeted opportunity; that 
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were phased out without unnecessary disrup-
tion to employees, customers, and suppliers; and 
that provided valuable lessons about conver-
gence 2.0

• Measuring the organization’s success on the ba-
sis of the success of the entire portfolio of e! orts 
rather than individual initiatives 

Actively manage and pursue partnerships. Many 
of the best opportunities may arise in partnership 
with companies that seem to be outside the com-
pany’s industry. For instance, the success of tele-
communications companies’ entry into payment 
transactions could be enhanced if they collaborat-
ed with the right fi nancial institutions. Microso" ’s 
partnership with MTV should help strengthen its 
chances for entering the digital-music business 
with the Zune MP3 player.

These ideas were widely discussed during the In-
ternet bubble of the late 1990s. They are as valid 
now as they were then—and the fundamental is-
sue is still execution and implementation. The 
companies that stayed the course and continued 
to invest at a moderate pace throughout the down-
turn emerged with exciting and valuable business-
es. The losers were the companies that plunged 
in at the height of the bubble and then cut their 
losses at the wrong time.

 
Companies have faced discontinuities before. 
The emergence of solid-state electronics and cash 
management accounts fundamentally changed 
the computing and fi nancial-services industries, 
respectively. Companies today will face a set of 
greater discontinuities across a broader sweep of 
industries than perhaps ever before. The nature of 
companies will need to change. 

Senior executives will need to develop a new set of 
skills to lead their organizations through a complex 
series of shi" s in culture and business models in the 
face of continued uncertainty. Strategy will need to 
shi"  from an episodic sta!  function to an ongoing 
way of thinking, enabling employees throughout 
the organization to quickly exploit opportunities 
and respond to changes in the environment. 

Is your organization prepared? Will you hold fast 
to current business models, mobilizing to protect 
yourself from attackers—and achieve the same 
degree of success as the railroads, encyclopedia 
publishers, and vacuum tube manufacturers of 
the past? Or will you embrace the uncertainty and 
the change associated with convergence, reinvent 
yourself, and thrive?The nature 

of companies 

will need to 

change to 

accommodate 

convergence.
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