
Keeping the Network Relevant in a Changing Internet World 
Evolving Business Models for Telecom Service Providers

As the Internet services, applications and content that consumers value most are becoming increasingly offered “Over-the-Top” (OTT), or from sources outside of the telecom service providers’ network, the traditional business model for revenue growth is becoming much more of a challenge. Service providers who do not wish to be relegated to the role of commoditized bit-pipe providers need to seek revenue from higher in the value chain 
However, as service providers seek to move up the value chain, and content providers look to make the network irrelevant by delivering and enabling services independent of the network, each is moving towards a world where the two formerly disparate groups increasingly compete with one another

Rather than compete directly with content and application service providers for end-customer business or accept relegation to utility services, many industry leaders believe there is a third way for service providers to fuel profitable growth by becoming the enabling platform provider for a range of off-net content.  Network-based intelligent services such as session management, identity federation, policy-control and integrated security can make the network a core part of an enhanced end-customer experience.  

Service Providers are motivated to drive revenue growth higher in the value chain
Across a range of traditional voice and data telecom services, the rate of subscriber growth is slowing, from wireless to wireline, including broadband. While there is more subscriber growth in emerging markets, the slowdown is particularly acute for developed markets which form the bulk of service provider revenues today. Market saturation is the primary reason behind this slowdown which is driving pricing pressures downward among service providers. 

The growth challenge is accentuated by stresses on margin because of increased competition and offers of “more for less” and the slimmer margins of IP services as compared to traditional voice and data services. Globally average revenue per user (ARPU) disguises “more for less,” whether more wireless voice minutes for eroding ARPU or more broadband bandwidth for lower ARPU. Even the growth in IP is not enough to generate historical growth in EBITDA since these IP services are typically lower margin, and at best greater capacity-bandwidth for similar price points.

As a result, future growth is more likely to come from increasing share of value rather than volume—just offering more bandwidth will further accelerate commoditization.  This view of future growth opportunities recognizes that the sources of value are expected to shift up the value chain—reports show that growth rates for traditional voice and data services as well as infrastructure are slowing to single digits, while IP Services, IT Services, and Content/Applications Services are all growing over 10 percent.

Growth higher in the value chain is driven by four applications: consumer content, advertising, managed enterprise services (such as managed security services and application acceleration services) and mobile data services.  In total, many estimates show that over 80 percent of the incremental revenue growth will come outside of traditional telecom services, largely from these four applications.

The Over-The-Top challenge for Service Providers is threatening to make the network irrelevant  
The dominant business models are shifting in both consumer and enterprise services in ways that diminish the role of traditional voice and data services. Consumer Over-the-Top (OTT) applications offered by Application and Content Service Providers (ASP/CSP) are increasingly network independent—with open interfaces driving modularization of the value chain thereby allowing direct customer interaction with CSPs. The corollary Enterprise trend is that value is being created via applications which are enabled through “everything as a service” models rather than traditional telecom services plus standalone IT products.

Service providers are responding by developing more efficient “horizontal” operating models – often combining Network and IT functions into a single department to allow more efficient provisioning of Converged Services and Enabling Platform services. But Service Providers are not alone in seeking to offer Enabling Platform services - there is a battle for architectural control of the Enabling Platform layer among three contending architectures

· Enabling platforms built into the applications  

· Enabling platforms developed as a middle layer service provided by “new breed” service providers (e.g. web accelerators and content management companies, or VNOs for Enterprise services)

· Enabling platforms deployed by Service Providers leveraging Network Intelligence
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The critical challenge facing network service providers is how to make the network relevant in an

increasingly OTT environment

Deloitte.

[Wluniper




(Companies represented here are illustrative examples only and do not represent and relationship with Juniper)

The challenge to Service Providers is to make the network relevant in an OTT environment. 

Service providers will compete against OTT for some application areas – but face a potentially larger opportunity to enable these services as well
Service Providers face the choice of three possible business models

· Content and application service provider (value per customer)

· Enabling platform provider (value per bit)

· Utility provider (cost per bit)

The choice of where to play is determined by whether the Service Provider is best placed to deliver and/or enable the service in question. Creating On-Net propositions depend on cross-service economics which only makes sense for a few application areas (e.g. over 80 percent of the incremental EBITDA for IPTV is driven by cross-service benefits)

Applications generating 75 percent of the 2010 IP traffic are NOT likely to be addressable by Service Providers On-Net, so the challenge is to increase the value the network provides for OTT services (Value Per Bit) as an Enabling Platform provider—or “Off-Net” to distinguish from either On-Net or OTT.  The size of this Enabling Platform opportunity is significant (e.g. 3x the expected incremental revenue from online advertising over the next 2-3 yrs).
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Service Providers must leverage network intelligence and other capabilities to become an effective Enabling Platform provider “Off-Net”
Service Providers can create value as an “Enabling Platform” for the market driving applications by leveraging network intelligence – as well as other enabling capabilities that play to their strengths in billing, customer service and provisioning.

By combining application and network awareness, Service Providers have the opportunity to develop a superior Enabling Platform in a range of growth markets:

· Consumer OTT: Service Providers can offer intelligent network-based QoS, Security, and Presence in addition to traditional CDN values around acceleration and content management

· Managed Application Services: Service Providers can leverage their secure billing infrastructure and end-to-end quality of service to provide assured delivery of SaaS

· Mobile Data Services: Service Providers have a stronger starting position through control of the user device and interface as well as location specific information

For example, in software and content downloads, the integration of online download services with network based policy and control systems, routers, and security solutions allows the Service Provider network to intelligently interoperate with third-party applications and services with a high  level of control. However, since today’s IP applications are largely unaware of the underlying network, the challenge is linking application requirements with network characteristics.

Increasing value with the integration of application awareness with network behavior

Clearly there is market opportunity for service providers to increase value by serving as an Enabling Platform for a range of services, but to do so, providers need a network infrastructure that can intelligently link application awareness with network behavior. For most providers, this will not require a large scale network overhaul, but there are certain technologies that must be implemented to facilitate this application awareness and enable this new value-per-bit business model. These enabling technologies, many of which providers have already deployed, include:

· Identity and Policy: User identity management across diverse access networks will ensure a consistent user experience for applications like gaming, movie downloads and FMC; Policy Management can adjust QoS and deliver assured (not merely best effort), delivery (Bandwidth-on-Demand) for premium downloads, collaboration and many other applications
· Integrated Security: DDoS protection, Intrusion detection and prevention (IDP) and Threat Mitigation to secure of a range of applications into the access network. It will be important to be able to implement dynamic security policies that take into account both the user and the access network
· Open APIs:  providing developer access to the network intelligence components (e.g., operating systems, policy and control systems) will enable greatly accelerated application development.

· Virtualization of Forwarding and Control Plane:  with independent forwarding and control planes in the routing infrastructure, providers can offer flexible, scalable segmentation of security, QoS and other policies by customer and application. 
By deploying and developing these enabling technologies within the network infrastructure, service providers can mitigate against commoditization and tap into revenue growth from services that are today delivered over-the-top.  Service providers who adopt this Enabling Platform strategy will differentiate themselves from competitors, and will be able to cooperate with the OTT content and application providers, rather than compete with them. Network ownership, far from becoming the lowest common denominator, can be differentiated in a way which can improve both the value proposition to OTT players, as well as the experience for the end-customers themselves. 

Ravi Medikonda is the VP of Wireline Business Segment at Juniper Networks. Prior to joining Juniper, Mr. Medikonda was the Director of product marketing at Ericsson, responsible for product and market strategy of IP edge routing products. Before that, he was the Director of Product Management at Tellabs and was responsible for product management, planning and market strategy for its IP/MPLS product line. Mr. Medikonda has over 15 years of experience in the telecommunications and data networking industry and has also held product management and network engineering roles at Calix and Sprint. He can be reached at ravim@juniper.net.
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