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“I believe we will only have six telecom giants in a few years, two from Europe, two from Asia, and two from America,” declared KPN Qwest CEO Jack McMaster in mid 2000.  Most telecom executives and analysts agree that we are witnessing a large worldwide telecom consolidation as the numerous national companies merge to form international powerhouses.  This implies that virtually every company in the industry will be either a predator or prey.  Deutsche Telekom (DT), the largest telecommunications company in Europe, aspires to be the former.  VoiceStream (VS), the 8th largest wireless carrier in the U.S., lacks the capital necessary to execute expansion strategies and is a desirable catch for the right predator.  It is under these circumstances that DT tendered a $50.7 billion offer to purchase VoiceStream in July 2000.  Since then they have fought a constant battle against public opinion, politicians and regulatory boards.  No modern telecommunications company has been more active in the industry’s global M&A scene and no company best exemplifies the need for a solid non-market strategy to accompany its acquisition and expansion campaigns than DT.

Market Factors in Mergers and Acquisitions
In his 1998 book, The Big Deal, Bruce Wasserstein described the strategic forces that shape merger and acquisition decisions as five pistons, namely: regulatory reform, technological change, fluctuations in financial markets, the role of leadership and the tension between scale and focus.  Over the past several years the telecommunications industry has been, by far, the best example of these pistons at work, which makes it an ideal setting for exploring non-market strategies in the global M&A arena. In 1984 the U.S. Justice Department’s anti-trust suit against AT&T was finally resolved, forcing the divestiture of 22 Bell operating companies and ushering in a new era of competition and deregulation in the telecommunications industry. In 1994, ten years after the original AT&T break-up, the nations of the European Union agreed to gradually deregulate and privatize the telecommunications industry on the continent of Europe.  Two years later, further accelerating the pace of global deregulation, the U.S. Congress passed the Telecommunications Act of 1996, which eliminated the barriers for competition between local and long distance calling providers.  This reduced the significance of physical connections to customers and opened up all aspects of calling service to competition.  

Adding to this deregulatory maelstrom were industry changing technological advances such as the explosion of communication over the Internet, enhanced signal processing microchips that enabled the miniaturization and proliferation of wireless communication devices and the revolutionary advances in broadband technology through optical and cable networks.  Rising stock prices in the U.S. and Europe added momentum by giving companies a ready currency for acquisitions and companies fighting to set de facto industry standards by having the largest installed customer base saw acquisitions as a way to attain positions of leadership.

Deutsche Telekom

Germany’s first public telephone networks were set up in 1881, but the telephone business remained a part of the Deutsche Bundespost until 1989, when in a first step towards improving customer satisfaction and loyalty, the state organization was divided into postal, banking and telecommunications units.  Deutsche Telekom did not emerge as a state-owned joint stock company until 1995. Superb technological achievements and an unwieldy, bureaucratic structure, characterize the company’s early history.  Germany's business customers faced some of the highest long-distance and international calling prices in Europe, combined with poor service from a government organization that had little regard for commercial realities.  The extent of customer discontent was measured in a 1995 survey, which found that more than 70% of German companies would switch some of their telecommunications business to another operator, given the opportunity. 

Following the 1994 European Union (EU) meeting, Germany was quickest in embracing deregulation and privatization. As the largest telecommunications market in Europe, competitors, foreign and homegrown, scrambled to try to gain a piece of the newly deregulated market that once belonged solely to Deutsche Telekom.   The government sold off 20% of its stake in DT in November of 1996 in a $13B IPO, with planned follow-on sales of stock in the years to come.  With Dr. Ron Sommer, a former Sony executive, at the helm, and with competition flourishing in Germany, DT is working hard to lose its bureaucratic image and reposition itself as a slimmer, customer-friendly organization by eliminating jobs, reducing rates, and offering discount plans.  The company is organized around four business units: access, data and IP systems, consumer Internet and mobile.      

Access

Access is DT’s core business contributing 76% to total revenues. It includes local phone service, long distance, cable service, data services and the leasing of special high-speed lines.  In essence, the core business of DT is ownership of the physical lines that make up Germany’s telecommunications network.  Competitors pay usage and connection fees, fixed by a government regulatory commission, to DT to route calls over DT networks.  While certain segments of the access business such as broadband service show signs of future growth, most revenues tied to traditional voice telephony are declining.  Prices for long-distance have fallen by as much as 85%, causing DT CEO Ron Sommer to say in October of 1999 “…the pain barrier has been reached…the Gold Rush in the German telecommunications market is over.”  Besides phone lines, DT is also the number one cable provider in Germany through its majority stakes in nine regional cable TV operators.

Data and IP Systems

Data and IP Systems contributes 8% to DT’s total revenues.  The business is focused on providing communications solutions through information technology consulting services and networking equipment to blue-chip business customers. 

Consumer Internet

T-Online is the largest German-language Internet community, with approximately 4.2M users as of 1999.  This is an enviable position since Germany is one of the largest and fastest growing markets in Europe and the most eager to explore electronic commerce.  A minority stake of T-Online was sold to the public in order provide the company with a currency for acquisitions.  The first such acquisition was France’s Club Internet site.  Between these two sites DT has access to the largest Internet customer base in Europe, 5.3M, and is taking full advantage of the opportunity by forging alliances with some of Europe’s leading retailers.  While consumer Internet only contributes 1% to total revenue, DT sees the Internet as an outstanding growth opportunity.

Mobile

DT’s mobile business is the fastest growing in the company and makes up 15% of revenues. The company began operating T-D1, its mobile phone network, in 1992.  The T-D1 wireless network is #2 in Germany (behind Vodafone's D2 network), with about 13 million subscribers. Counting customers from its stakes in other European mobile phone operators the company's T-Mobil International unit serves more than 22 million customers overall. Carrying voice traffic is becoming more of a commodity service.  DT sees some if its greatest growth opportunities arising from the convergence of its mobile and consumer Internet businesses.  DT is a leader in providing Internet access and short messaging system (SMS) service to mobile phone users and is attempting to grow this business as rapidly as possible.

Current Strategy

The company sees two key factors in the telecommunications industry in the future:

1. International reach and market share.

2. Time to market.

Three drivers of growth for DT going forward are its number of mobile subscribers, the number of T-Online accounts and the number of lines it controls.  The best method to increase its market share while minimizing the time to market is through continued acquisitions.  DT will reduce its stake in regional German cable businesses and will look to spin off a portion of T-Mobil to provide further capital while actively seeking M&A opportunities.

Non-Market Forces in Mergers and Acquisitions

Political opposition and public perception can make it harder to close a deal; regulators and the courts can make it impossible.  Bidders can be cast as invading armies, liquidators of businesses and destroyers of local communities.  Successful bidders can be tied up in court over anti-trust suits or other legal technicalities.  The firm that ignores the non-market realm during an M&A transaction gives up a potential weapon and leaves itself vulnerable.

In a friendly takeover, maintaining a strong and consistent story throughout the life of the transaction helps convince investors and research analysts that the deal will be beneficial.  Perception is often times as important as reality and getting the story out early allows a company to shape the terms of the debate.  Stock prices are usually a good measure of public perception and how successful a story is.  If a takeover is contested, public perception becomes even more important.  The business press, unlike mainstream news organizations, is reliant to a greater degree on the subject companies for information.  Therefore, companies can effectively or ineffectively use the business press to influence boards of directors, politicians, the courts and regulatory bodies.  Shareholders often have concerns about potential acquirer’s intentions and histories.  Since voting rights accompany stock ownership, shareholders who are lobbied successfully can become powerful allies during a proxy fight for a company.  In other instances, when offers have been tendered by competing bidders, shareholders can decide who to surrender their shares to, or if they will surrender their shares at all.  Large institutional investors play a more important role in these situations due to the larger blocks of stock they own; however the public can also hold these portfolio managers accountable.  Managers are answerable to the customers who contribute money to their mutual fund or the employees whose retirement benefits are tied up in their pension fund.  

Regulatory bodies, governments and the courts can also be used to stop a transaction from being completed.  Depending upon the definition of the market, an anti-trust suit can be used to stop deals of any size, not just those between large companies.  DT specifically encounters legal problems because the German government is still a majority owner of the company.  This clashes with many countries’ laws prohibiting foreign government ownership of domestic telecommunications assets.  These laws were originally written for security purposes during the cold war era, but they are still on the books and have been given new life by modern lawmakers.

           An early example of DT’s failure in the non-market realm was their loss to Olivetti in the takeover battle for Telecom Italia.  DT was pulled into the takeover battle late when Telecom Italia (TI) sought an alternative to accepting a hostile bid from Olivetti.  Olivetti was able to convince TI shareholders to accept their bid, even though Deutsche Telekom’s offer was higher by mounting a public relations campaign.  Their successful use of the business press and lobbying of government officials convinced shareholders that the DT bid would become entangled in regulatory hurdles.  Beyond that, they played on Italian nationalism by portraying themselves as a group of hardworking middle-class businessmen who had banded together to buy the visionless behemoth, TI.  Olivetti also made an issue of the fact that the German government still owned 72% of DT whereas the Italian government only owned 3.4% of TI.  This did not make sense to the average Italian.  Olivetti’s accusations went unanswered and sentiment turned against DT.  The name originally floated for the combined DT-TI company was Telecom Transalpina, however, many institutional investors and the London Financial Times began referring to the company as Axis Telekom.  

TI’s deal with DT had to gain shareholder approval and clear regulatory hurdles in Italy, Germany and the European Union.  Since shares of DT-TI would be offered on the New York Stock Exchange the deal also had to have the approval of the Securities and Exchange Commission.  While approval from all of these entities would have been possible, it would also have been a lengthy process.  Olivetti made use of the uncertainty surrounding the regulatory process and the possibility of numerous legal challenges to convince investors that their offer, although a little less, would be a sure thing, while DT’s offer was a risk.  

The lost bid for TI was the beginning of a series of stumbles for DT over the next year. France Telecom and Sprint, DT’s partners in the Global One venture, were so incensed that DT went behind their backs to buy TI that they dissolved their partnership.  This meant the loss of access to U.S. data lines for DT.  In the weeks following, DT initiated talks with Sprint after EU regulators shot down its proposed acquisition by WorldCom.  These talks failed.  It was also widely rumored during this same time period that DT was in negotiations with U.S. data networking company Qwest, a company that was already in the midst of a highly publicized merger with regional Bell operating company, U.S. West.  The DT-Qwest talks sent shock waves through the stock market as Qwest’s stock price soared and U.S. West’s fell in anticipation of their merger agreement collapsing and Qwest being acquired by DT.  This unanticipated price movement caused a number of prominent institutional investors and risk arbitrageurs to lose a large sum of money.  Finally, DT nearly purchased British ISP Freeserve, but ended the deal after last minute objections.  

Cross border M&A transactions, especially market entry transactions, are delicate.  In this area DT has demonstrated the finesse of a bull in a china shop, by targeting high profile companies and upsetting domestic investment communities.  Having no rent chains and no political influence in these target countries, even the slightest opposition causes more friction than DT can overcome.  With the current bid for VoiceStream however, it appears that DT has changed their tactics.

Deutsche Telekom’s Current Target – VoiceStream

Founded in 1994, VoiceStream is a relatively small independent U.S. wireless-only, service provider with 2.6 million customers in mid 2000.  It is about a third of the size of Sprint PCS and only one-tenth the size of U.S. market leader Verizon Communications.  VoiceStream employs approximately 9,300 people, many of them at the company headquarters in Bellevue, Washington.  However, there are several aspects of the company that make a takeover by a foreign telecom company very attractive.

While VoiceStream is only the eighth-largest wireless operator in the U.S., they are the largest carrier using the Global System for Mobile Communications (GSM) platform technology.  Although the U.S. market is comprised of an assortment of competing platforms, GSM is the dominant platform that is used throughout Europe and much of the rest of the world.  This is the same technology that Deutsche Telekom’s wireless subsidiary, T-Mobil uses in Europe.  Thus, with the addition of VoiceStream, DT would be able to offer their customers a service that no other carrier in the world offers - almost worldwide coverage with just one phone number.

Another important factor is that VoiceStream offers a nearly nationwide footprint.  With its own pending acquisition of regional U.S. GSM carrier, Powertel, VoiceStream owns licenses in 24 of the top 25 U.S. markets (they do not offer service in San Diego, the 25th largest market).  These licenses are valuable assets, as new licenses are only available when the U.S. government auctions off more of the spectrum, which is a rare event.

Significant shareholder pressure has developed for DT to expand into the U.S. market.  Acquiring VoiceStream, a small wireless-only provider, creates the minimum regulatory friction possible for DT during its entry into the U.S. market.  Clearly, the company has learned a lesson from its past failures.  In the Business Press Edition of the Theory of Media Coverage (Figure below), the DT merger with VoiceStream is positioned near the middle of the matrix, where it will attract less attention and have less market impact, due to VoiceStream’s smaller size and scope.  This is in contrast to DT’s merger attempts with Telecom Italia or Qwest, which were positioned in the upper right of the matrix.  Ideally, a VoiceStream merger will attract less attention from the press, interest groups and regulatory bodies.  After DT has established a U.S. presence successfully, they will have less difficulty expanding that presence to other areas.   
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Moreover, for VoiceStream, being acquired is necessary if they are to have any chance at becoming a top-tier player in the U.S. wireless market.  A capital infusion is required to complete their network, both in terms of acquiring more spectrum and building more infrastructure.  In fact, VoiceStream CEO John W. Stanton estimated that the $5 billion cash from DT will improve the schedule of network roll-out by 6 to 18 months and allow them to be competitive in the next U.S. government spectrum auction, stating “We were the weakest bidder in the auction.  Now we’re among the strongest.  That’s what our rivals are afraid of.”

Issue


The issue for Deutsche Telekom is the approval of their proposed merger with VoiceStream.

Institutions


After the announcement of the proposed merger, Deutsche Telekom and VoiceStream have to face the approval process of the U.S. regulators, which involves several institutions.

Department of Justice
The DOJ reviews the merger for possible antitrust issues and has a mandatory 30-day waiting period to ask for any detailed information.  Since Deutsche Telekom currently has no wireless operations in the U.S., antitrust regulators have little to review.  

The Committee on Foreign Investment in the U.S.

The Committee on Foreign Investment in the U.S. (CFIUS), a multi-agency body, will review the merger for national security implications.  This committee does not have a tremendous amount of power to block mergers, but it did recently delay Nippon Telegraph and Telephone’s purchase of U.S. web hosting company Verio.  

The Federal Bureau of Investigation

The Federal Bureau of Investigation (FBI) also has the authority to review mergers.  Its primary concerns with the Deutsche Telekom-VoiceStream (DT-VS) merger involve the continued ability of the FBI to have sufficient access to communications infrastructures to be able to conduct criminal investigations.

The Federal Communications Commission

What is likely the most important review of the DT-VS merger will come from the Federal Communications Commission (FCC).  The current statute, which has been in place since 1934, restricts the transfer of a FCC license to any corporation owned 25 percent or more by a foreign government.  Deutsche Telekom falls under this rule because the German government currently owns a majority of the company.  However, the statute allows the FCC to waive this prohibition if doing so would be in the public interest.  This ability to waive the restriction has become a primary focus of all parties with a stake in the DT-VS merger.

Interests

Senator Holling’s Opposition

The primary legislative problems that the DT-VS merger would face in the United States begin with a Democratic Senator from South Carolina, Ernest “Fritz” Hollings.  Hollings has 34 years experience in the Senate and is a member of the Senate Commerce Committee’s subcommittee on telecommunications.  Some of his main campaign contributors include U.S. telecom companies Bell South and AT&T.  Hollings states that he has been a leader in promoting globalization over the course of his tenure.  He has, however, been angered by the North American Free Trade Agreement (NAFTA) and the Global Agreement of Tariffs and Trade (GATT), both of which he feels have stifled competition in the U.S. and given jobs away to other countries.  This frustration over the prevailing trends in U.S. trade policy continued for Hollings with the DT-VS merger announcement.

Hollings has been concerned that the FCC’s interpretation of the 1930’s statute has changed as a result of recent agreements made by the U.S. at the World Trade Organization (WTO).  In this agreement, American negotiators promised that the nation would allow unrestricted foreign investment in the telecommunications sector by companies from WTO member nations.  Hollings says that the FCC interprets WTO member status to mean that the public interest standard has been met, even when the company in question is government owned.  He argues that the WTO agreement does not address government owned providers.  Since Hollings realizes that he has little control over regulatory bodies, his goal is to shift the institution to the Senate, where he has introduced a bill that would bar outright the transfer of telecommunications licenses to providers who are more than 25 percent owned by a foreign government.

The Senator cites a number of issues when defending his introduction of the bill.  A primary issue is that of industry competition.  He points out that even with the successful efforts to promote global capitalism, there are still many industries around the world that remain shackled by government-owned competitors.  Allowing government owned competitors into the U.S. could potentially undercut American efforts to ensure competition in our domestic telecommunications market and in markets abroad.  Hollings further believes that government ownership of commercial assets causes several marketplace distortions.  He believes that it gives these companies more favorable access to capital markets and interest rates than privately owned competitors.  It is not unreasonable for lenders to assume that the government owners would not allow these companies to fail.

Another competitive issue Hollings is concerned about is the market power of the government owned company in its home country.  Many of these companies are regulated by the same governments that own them, giving them substantial competitive power in their domestic markets.  Hollings worries that these “profit sanctuaries” allow the companies to unfairly subsidize the U.S. operations, putting domestic companies at a competitive disadvantage.  Furthermore, Hollings believes that national security is also of significant importance since telecommunications services are a vital part of the nation’s infrastructure and are a critical resource for law enforcement agencies in criminal investigations.  He feels that to permit a foreign government to own such assets would raise too many troubling questions.

Hollings also wants U.S. lawmakers to be aware of the recent increase in European Union antitrust scrutiny in the telecommunications area.  He points to the failed merger between WorldCom and Sprint, two U.S. companies, that was vetoed by European regulators who argued that the combined company would control too much of Europe’s rapidly growing wireless infrastructure.  This argument could be seen as a kind of tit-for-tat strategy on the part of Hollings.

This effort to block the DT-VS merger quickly developed a significant amount of momentum.  As of July 27, Senator Holling’s bill had a bipartisan support of 17 cosponsors, including distinguished minority and majority leaders. 

	Cosponsors to Bill S.2793 Introduced by Senator Ernest F. Hollings on 7/27/2000

	· Sen Max Baucus (D-MT)

· Sen Richard H. Bryan (D-NV)

· Sen Robert C. Byrd (D-WV)

· Sen Thomas A. Daschle (D-SD)

· Sen Jesse Helms (R-NC)

· Sen John F. Kerry (D-MA)

· Sen John D. Rockefeller IV (D-WV)

· Sen Olympia J. Snowe (R-ME)

· Sen Ron Wyden (D-OR)
	· Sen Jeff Bingaman (D-NM)

· Sen Conrad R. Burns (R-MT)

· Sen Max Cleland (D-GA)

· Sen Byron L. Dorgan (D-ND)

· Sen Daniel K. Inouye (D-HI)

· Sen Trent Lott (R-MS)

· Sen Richard C. Shelby (R-AL)

· Sen Ted Stevens (R-AK)




Deutsche Telekom

Certainly Deutsche Telekom has a tremendous amount at stake.  Not only might this merger not be approved, but DT might also be banned from any other possible mergers if Holling’s bill is passed and the German government retains more than 25 percent ownership.  DT has plenty of resources, but only has VoiceStream’s limited rent chain in the U.S. from which it can draw support.  This is a limiting factor in the amount of influence DT could have within the U.S.  However, DT does have the ability to utilize the EU and the WTO to apply pressure on U.S. regulators.  Attacking from Europe will not be enough though; DT must also fight in the U.S.  To combat Senator Hollings, Deutsche Telekom and VoiceStream need to develop a non-market strategy that involves the development of a powerful coalition to ensure that the merger would have the opportunity to be approved.  The first step is to identify the interests in favor of the merger who would likely have the most influence on the decision-makers.  The coalition of interests must then lobby key pivotal Senators to block Holling’s bill from becoming law.  Beyond that, DT and VS must also lobby for the merger’s ultimate approval by all the regulatory institutions involved.

The German Government

The German government supports the merger, but can do very little to get directly involved in the debates.  Its ownership stake in DT is the primary reason that U.S. lawmakers have rallied against the merger and any action taken by the German government on behalf of DT will only aggravate the situation. As a result, it is unlikely that the German government will be able to directly have a significant influence on the outcome.

European Union and World Trade Organization

The European Union and the World Trade Organization are both in support of the merger as a means to further global competition.  They are both well organized and have a tremendous amount of power in the arena of international policies.  This strength can be leveraged in influencing U.S. lawmakers.  Their incentives to get involved are primarily driven by the political implications of the merger.  The result of this issue will set a very important precedent for future international mergers.

Telecommunications Equipment Suppliers

In addition to VoiceStream, there are a large number of companies in the U.S. that support the telecom industry and have a keen interest in the outcome of the merger.  These companies include manufacturers of handsets, base stations, switches, etc.  If the merger of DT and VS generates increased competition and lower prices, then demand for telecommunications services will increase.  This increased demand will benefit all manufacturers of complementary telecommunications equipment.  Their coverage is broad and these companies have some existing structures through which to collectively lobby, such as industry associations or local Chambers of Commerce.

Labor

The labor workforce within these companies is also aware of the short and long-term impact that the potential merger could have on the growth of jobs in the U.S. telecommunications sector.  Labor unions do not have a very high membership rate among workers in the telecommunications industry, but they still have strong interest in influencing the outcome.  The labor unions are also very organized and very experienced in lobbying to Congress making it relatively easy for them to enter the debate.

Consumers

Nearly every American citizen is a consumer of telecommunications services to some degree, with a rapidly increasing number becoming customers of wireless services.  The competitive issues involved in the potential DT-VS merger will directly affect the prices that consumers pay for telecommunications services, particularly wireless services.  All major U.S. businesses are heavy users of telecommunication services as well and will certainly be affected by movements in prices.  The two sets of consumers, individuals and businesses, are spread all over the country, and would be difficult to organize since they are still potential customers.

Competitors

Existing U.S. wireless carriers, such as AT&T, Sprint, WorldCom, Verizon, Nextel and Bell operating companies, will all be impacted by the change in the competitive landscape that the DT-VS merger will cause.  The merger would also strengthen the European wireless standard GSM, which is only used by VoiceStream and some BellSouth wireless customers in the U.S.  The negative effects of these two factors should motivate most U.S. carriers to actively oppose the merger.  However, many of these companies are developing and executing their own international strategies, which involve merger and acquisition activity abroad.  An active campaign against the merger would hinder their own efforts to expand into international markets, because of the threat of retaliation by the EU or WTO.  This threat is strong enough to keep U.S. carriers from playing an active role in the debates.  Any opposition to the merger will have to be through proxies like industry groups or sympathetic politicians.    Furthermore, the U.S. Trade Representative has spent so long fighting to open up foreign markets for the U.S. telecom companies that opposing the merger openly would weaken the USTR’s power internationally.
The Battle Before Congress


All of the interests mentioned above, except for U.S carriers, had reasons to support the proposed DT-VS merger.  Although Senator Hollings had generated a significant amount of opposition to the merger within Congress, the tide began to change as the lobbying campaign to support the merger developed.  A September 7th hearing before The Subcommittee on Telecommunications Trade and Consumer Protection was the initial venue where key advocates of the merger voiced their concerns about Hollings proposed legislation, which would effectively block the merger.


At this hearing, representatives from both VoiceStream and Deutsche Telekom appeared to present their case.  John Stanton, CEO & President of VoiceStream, defended the German company’s acquisition as an investment in the U.S. job market.  He sees the merger as creating good high-skill, high-paying jobs.  He also emphasized the benefits to consumers, including better services such as global roaming and advanced short messaging service (SMS).

DT made a prudent choice in hiring Gregory Sidak, former Deputy General Counsel of the FCC, to represent their interests regarding the pending regulation.  From an economic perspective, Mr. Sidak refutes many of Senator Holling’s protests against direct foreign investment by a government owned company.  He contests the notion that DT benefits from subsidized capital or can engage in predatory pricing within the U.S.  He argues that American consumers and workers will see tremendous benefits from this merger that are unrelated to the nature of the shareholders of the investing company.

An unusual coalition consisting of unions and the U.S. Chamber of Commerce also lobbied in opposition to Senator Holling’s bill and in favor of the DT-VS merger.  Communication Workers of America President, Morton Bahr, AFL-CIO President, John Sweeney, and Chamber of Commerce President, Tom Donohue, together urged lawmakers to remove Holling’s proposed restrictions.  This coalition is so surprising because the pro-labor unions and pro-business Chamber of Commerce have historically disagreed on virtually all issues.  The unions back the DT-VS merger because of the close relationship DT enjoys with its unions in Germany, as well as the company’s reputation for having excellent worker relations.  The Chamber of Commerce represented the interests of all domestic companies in the telecommunications sector, stressing the importance of lowering the barriers to globalization to make U.S. companies more competitive worldwide.

Foreign interests have played a less active role in the ongoing debates.  German government officials have issued statements reemphasizing their commitment to the privatization of DT and stimulating telecommunications competition worldwide.  Germany also has expressed concern that the passage of legislation introduced by Hollings and other lawmakers could harm trans-Atlantic trade relations.  In addition, the European Union insists it will retaliate, if Holling’s bill is passed, by filing a complaint with the WTO.  This threat concerns many U.S. lawmakers because of the damage it could do to relationships with partners in the WTO, who agreed in 1997 to open their markets to greater U.S. investment in return for greater U.S. openness.  The WTO agreement does not address government owned corporations, but U.S. lawmakers are still apprehensive about taking a stern position.

A group in favor of blocking the merger that has been lobbying Congress is the German Competitive Carriers Association.  This group, comprised of U.S. telecommunications companies, states that Germany has erected numerous obstacles to U.S. companies attempting to enter the German market.  The group believes that Germany should be opened to market competition before the merger is approved, and sites DT’s introduction of lower phone rates for customers of its own ISP in an effort to keep AOL out of the market as an example of unfair competitive practices.

The Changing Momentum

The lobbying efforts by the pro-merger coalition of Deutsche Telekom, VoiceStream, businesses and the unions had their desired effect as some supporters of Holling’s bill adjusted their stance on the issue.  For example, Trent Lott, a very early supporter, changed his position at the urging of Senator Slade Gorton of Washington, VoiceStream’s home state.  This loss of support along with strong opposition from Senators John McCain (R-AZ) and Michael Oxley (R-OH) led to the defeat of Holling’s amendment.  McCain stated that Holling’s proposal was unnecessary and that it could invite retaliation from other WTO member nations.

VoiceStream CEO John Stanton credits both Washington’s Democratic Senator Patty Murray and Republican Senator Slade Gorton for defeating the bill, emphasizing that Gorton was a  “spectacular advocate for our company.”  Although VoiceStream executives contributed more than $100,000 to Slade Gorton’s reelection campaign, Democratic challenger Maria Cantwell recently defeated Gorton in the November elections.

What’s Next?

Although the Hollings amendment was removed before voting occurred on the bill, Hollings has not given up and has pledged to reintroduce it again next year when Congress resumes.  Since both Washington Senators are now Democrats, VoiceStream no longer has a Republican ally from their home state to rely on.  However, as a result of the outstanding lobbying and coalition building by Deutsche Telekom & VoiceStream, Hollings will have great difficulty finding enough support to pass a bill.  Furthermore, the FCC lobbying efforts appear to have been successful as the merger appears that it will be approved.

After Deutsche Telekom’s previous non-market related problems with mergers, they appear to have learned some important lessons about the importance of lobbying and coalition building in international expansion.  Furthermore, DT also seems to have learned the importance of beginning with an easier target to ease any regulatory issues instead of trying to enter a market by purchasing the largest domestic player.  Once this merger is completed, DT will gain a rent chain of its own in the U.S. to further bolster its non-market influence.  Also, some successful outcomes in the market realm will make DT’s claims that competition will increase and that U.S. consumers will benefit a credible statement.  These two factors will further increase its non-market power in the U.S. and allow Deutsche Telekom to successfully take a bigger step as it looks to expand other business units into the U.S.

















































