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Presenter
Presentation Notes
Hello, I’m Tom Nolle, president of CIMI Corporation and Chief Strategist for ExperiaSphere, an open source software project to create Java-based service logic and service management applications for NGNs.  What I want to talk with you about today is the issue of the “open network”, and I don’t want to make this about free services or collapsing public carriers into the Internet, I want to talk about it as an ecosystem.
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Industry Stratification
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Internet Information Companies (IICs)

Network Operators/ Infrastructure Builders

Low internal rate of return, high capital inertia, low risk tolerance

High internal rate of return, low capital inertia, high risk tolerance

Presenter
Presentation Notes
Did you ever hear of the “Law of Unintended Consequences”?  Basically, it says that when you do something, the major outcome of your action will be a consequence you hadn’t intended.  That was certainly true for the worldwide wave of privatization or deregulation or whatever you’d like to call it that swept the world beginning in about 1982 and running through the late 1990s.  This wave removed the regulated monopoly structure that had been the business basis for public carriers from the beginning of the industry.  What did regulators think would happen?  Who knows!  I guess the theory was that the new status would encourage competition which would lower prices to consumers and accelerate innovation.  The problem is that the public carriers had very low rates of return on investment—that’s typical of a regulated public utility that has enormous capital costs, buys stuff with really long depreciation cycles, and is conditioned to avoid taking risks that could create a major burp in a whole national economy.  Low ROI means low financial attractiveness to a new player.  In fact, when the Telecom Act was signed here in the US in February 1996, we published a report within 2 months showing why the concept of “competition” would not be attractive and thus not workable, and it wasn’t by and large.  Instead, what happened was a new tier of businesses that are often called “Internet Information Companies” or IICs.

The IICs didn’t compete with the public carriers in that they didn’t buy switches and lay copper or fiber loops to customers.  Instead they rode services on top of the basic broadband Internet connectivity that the public carriers, now “network operators” were deploying.  These new IIC guys were almost the exact opposite of the network operators; they had very high ROI expectations (because that’s what their investors demanded), very low capital inertia so they were very market agile, and a pretty high tolerance for risk.  The IIC players generated a whole spectrum of things from search engines to social networks.  In fact, they generated almost everything that’s considered “new” in terms of communications.  This stratified market wasn’t what regulators thought deregulation would generate, but it seemed to be an OK outcome…for a while at least.
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An Opportunity Unmet?

Internet Information Companies (IICs)

Low internal rate of return, high capital inertia, low risk tolerance

High internal rate of return, low capital inertia, high risk tolerance

$
$

$
$

$

$ $ $
$

Essential Stuff is 
falling between the 
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Fixing this problem is 
a key requirement in 
maximizing network 
utility and profit for all

Network Operators/ Infrastructure Builders

Presenter
Presentation Notes
The problem is the width of the divide between these two classes of communications player.  The difference between the ROI target for a network operator and that of an IIC can be 100% or even more.  The difference in their expectation of useful life for an offering can be a decade, and there are certainly levels of risk tolerance between adrenalin junkie and couch potato.  It doesn’t take a new-age economist to figure out that there are going to be a lot of things that fall between the business basis of these two layers.  In a general sense, the big problem is that there are things that offer higher ROI than network operators would normally see but require shorter capital and product cycles and more risk tolerance.  If they offered a LOT more ROI, they’d fall into the IIC world, but they don’t meet IIC requirements.  That means they don’t meet anyone’s business model and they don’t get done.

This all may seem counter-intuitive, but there are market proofs abounding.  Why would Google promote open spectrum and not actually deploy the cellular services by buying spectrum and building cells?  Answer: They wanted the “tools” that could be brought about by open handsets but they didn’t—couldn’t—make the investment themselves.  So they entered an elaborate ballet to create the outcome they wanted—maybe.  It’s not clear just what they’ve won for all of this.

There has to be an easer way to do this, guys.  The marketplace needs to bind the two distant layers of the industry into a more structured mode of cooperating.
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Network Operators/ Infrastructure Builders

Binding Two ROI Worlds with Open 
Networks

Low internal rate of return, high capital inertia, low risk tolerance

High internal rate of return, low capital inertia, high risk tolerance
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open features from 
networks, features 
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and transport, and 
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fee offerings to 
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Internet Information Companies (IICs)

Presenter
Presentation Notes
If there’s a logical, financial, value proposition for open networks, that’s what it is.  The operators can invest in something beyond their current comfort zones because that middle zone in the chart is rich ROI territory for them but it’s starvationland for the IICs.  The concept of open networking, in this financial-based framework is simple.  The operator exports new stuff from their infrastructure that is designed to support a set of partnerships with the IICs.  These guys manipulate that new stuff into a lot of new and innovative services using the practices that they’ve learned so well.  As a result, the operators make new revenue on the exported stuff, the IICs make new revenue on the things they can build from it, and the consumers get a lot of services and service features that they will never get if the current logjam of investment continues.

Consultants, of course, get revenue from orchestrating all of this!
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The Incentive
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This chart shows the revenue potential for open 
network service markets versus closed or “base” 
markets, for transit (core transport), connection 
(access) and services, relative to the baseline of 2008 
market opportunity.

Source: CIMI Corporation

Presenter
Presentation Notes
All of this sounds wonderful if you buy into the win-win thesis.  Here are some figures from CIMI Corporation’s model of service opportunity, using the market in 2008 as a baseline.  This chart is three sets of two bars, with the first bar representing “base” revenue not augmented by the open partnership and the second the revenue available from an open partnership.  The three categories are transit or transport network bandwidth revenue, connection or customer access revenue, and service revenue.

What you see here is pretty interesting, I think, so let me address it by category:

Transit/transport revenues are not likely to rise much in the forecast period here under our base scenario, but there will be some growth in revenues as broadband Internet services expand.  The problem is that the revenue rise won’t buy much extra gear and that makes bandwidth usage caps and metering more likely.  But introduce open networks and the additional revenue from the exposed open assets helps to build not only commitment to new network relationships at the customer level, but also funding to hold back the cap-based stagnation that we may face otherwise.
If you now take connection revenue, the session services and access connections, you see this area has better natural growth potential, a lot of which is from the mobile side, but even here the revenue growth year over year isn’t going to justify a big capital budget and so it’s not transforming the market or the consumer experience.  But if you add in open networks, this area shows tremendous potential, based on things like presence-based services and FMC services and also on improved fiber deployment in the access network.  By 2012 this class of revenue has gained about 50% on the baseline growth without openness.

Services, as you might expect, are the big news.  Service growth is roughly flat in our figure and that’s because the only model for incremental services we’ve discovered at this point are services that are free.  If you add in open networks, the service revenue opportunity really ramps up, and by 2012 you end up with more than double the opportunity we have without open networks.  This is because the network infrastructure has been modernized, changed to create assets specifically to support services and not just assets to move bits around.
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Approaches
Open handset (LiMO, Android):  Advantages: lots of industry buzz, involves 
handset vendors too, Google loves you (maybe).  Disadvantages:  May focus 
more on over-the-top applications, doesn’t address specific network operator 
feature exposure by itself.

Open APIs (TMF, IPsphere, vendor programs):  Advantages: creates direct 
value for the network operator, adds to asset base available for open 
applications.  Disadvantages:  No explicit framework for open applications, 
business and operations framework for operator needs definition.

Open Ecosystem: Advantages:  Applicable on both client and network side, 
creates application framework, can link business models of all the players.  
Disadvantages:  None yet widely available or accepted.

Presenter
Presentation Notes
The numbers here are mine, and others will likely have their own story, but I’m pretty confident that everyone’s figures validate the basic premise that open networks will make money.  The question then is how to open them.  There are two issues to be considered; first whether the strategy will fully realize the benefits of the prior slide, and second whether the strategy is going to offer everyone—both the layers of the industry—a reason to play ball.

Open handsets is one approach, the one Google pioneered with Andriod but which is also supported by things like LiMo Foundation and to a degree even by handset developer programs like Apple’s iPhone program.  These are nice because they start to provide benefit where the user is and so they are a gate to the whole open experience.  The press and maybe Google will love you too if you pick this approach.  The problem is that an open handset can either partner with the network or partner over it, and so by itself it may eventually pose a risk of disintermediating the network operator and that breaks the benefit model if it happens.

The second approach is the open API, having a network operator expose a feature set through a program interface that developers can then write to, essentially linking their applications directly to some form of network behavior.  This is something that network operators are already doing, obviously, so there’s no question of willingness to play here.  The challenge, perhaps, is that the IICs are not yet quite clear about the business value proposition to them.  Nobody wants to pay for something they can get for free, and some IICs may believe that an open handset strategy will expose all of the network’s value without their buying API-based services.

Starting to see a pattern here?  We have a cooperative market goal with no clear framework for cooperation, which is why we think an open ecosystem is the solution.  We have to get not only open handsets and other user appliances but also open APIs and expanded service features.  If the two are offered in a framework that’s credible the competitive dynamic of the market will do the rest—pick what’s going to work and run with it.  The challenge is that everybody can be a niche in an ecosystem but being a whole one requires cooperation in some sort of framework.  I have a vested interest in that but I won’t make this a commercial!
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Challenges to be Met

Filter by xMS Policy for 
Technical Stability

Consumed by Developers and
Partners!

Filter by Network Operator Policy
for Business Stability

Network and Service Resources

Presenter
Presentation Notes
The big technical issue in the whole ecosystem process is the protection of the user and the network.  Network resources and management interfaces aren’t going to be published openly on the Internet; we all know what would happen!  In a general sense, the resources that are opened in an open network initiative have to be filtered through a set of policies that insure the security and stability of the management systems themselves, and then another set by the network operator to insure their business policies are met.  There is no real architecture for this in the open handset process nor in the open API process today, so we still need this policy glue to avoid embarrasing incidents later on.
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Going Forward

• Every major network operator supports an open, 
cooperative, direction

• Standards are developing (IPSF, TMF) to 
support open collaboration to create services

• Equipment vendors are starting to create the 
technical tools needed

• An ecosystem is needed and not just a set of 
isolated approaches!

Presenter
Presentation Notes
This is a battle that’s partly a non-issue, partly too many issues, and partly no knowledge of what the issues are.  Every single major network operator supports an open cooperative direction, so there is no lack of philosophical support for this sort of openness.  There is a view of many of the IICs that more stuff needs to be open, and the operators I talk with agree with that but cite some of the other bullets on this slide.  One is that management standards to support the creation and operation of multi-partner service ecosystems are at least in progress but not in place, and some would like some more progress in this area.  Another is that equipment vendors don’t always have a product architecture that supports or encourages openness and at the same time assures stability and operations cost management.  That’s also coming to and end with initiatives like Juniper’s open control plane and hosted control plane capabilities.

We do need an ecosystem, though.  Buyers and sellers only make a market if they come to a common ground.  Openness in networking will happen without something to bring everyone together, but it will happen faster if the ecosystem optimizes the relationships in the near term, and every day we wait is an opportunity—and a lot of dollars—lost.
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Thank You!

A copy of these slides can be downloaded at http://experiasphere.wikispaces.com/Downloads

http://experiasphere.wikispaces.com/Downloads
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