New revenue streams Internet

Making money from
over—the-top traffic

Although much real-time entertainment is delivered over-the-top and is thus unbillable for operators, there is no need
for them to throw in the towel. Building on the realization that poor quality simply won't do, here’s how operators
can profit from the mobile-internet revolution by improving the user experience.

HE MOBILE-INTERNET revolution took
T more than 10 years to take off — but
when it did, it did so with a vengeance.
Tablets and smartphones achieved critical
mass a long time ago. In emerging econo-
mies, the mobile phone is — for many peo-
ple — the only means of accessing the inter-
net. Young people in more developed coun-
tries, meanwhile, see connectivity as their
birthright. Operators are now struggling to
catch up with the explosion in demand, with
customers expecting 24/7 connectivity any-
where, high data speeds, and the use of smart
mobile devices to consume internet content.
The only question for operators to address
is how to make money in this wonderful new
world of mobile internet.
The dream scenario for operators has be-
come reality: data traffic in their networks
has increased dramatically. In the early days

of mobile-broadband services, operators
rightly understood that it was imperative to
encourage service uptake in order to achieve
critical mass. The formula was simple: in-
troduce flat-rate tariffs that made the charg-
es for such services predictable and easy to
understand for consumers. And it worked —
in fact, it worked so well that uptake exceed-
ed even operators’ wildest dreams.

THE SUPPLY SQUEEZE
Service providers loved this approach too,
and a wide range of services, applications,
and content are driving increased mobile
data usage.

The natural effect of an unexpected surge
in demand for mobile services is easy enough
to understand: supply shortage. Suddenly,
network capacity has become a scarce
resource for operators, and basic B
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Internet New revenue streams

Over the top (OTT)

» Over the top (OTT) refers to content,
applications, video, and other services
delivered over the internet instead of
via a service provider's dedicated net-
work or installed on the customer’s de-
vice.

OTT contentis delivered directly from
the provider to the customer using an
open internet/broadband connection,
independently of the internet service
provider (ISP) or operator, without any
infrastructure investment on the part of
the content provider.

Itis normally a “best effort’, unman-
aged method of delivering content via
the internet that suits providers of con-
tent without the network assets of op-
erators or an ISP.

What is quality of

experience (QoE) and
why is it important?

» QoF, also known as quality of user ex-
perience, is a subjective measure of a
customer’s experiences with a service
—forexample, web browsing. Definition
from SO 9241-210:"[...] a person’s per-
ceptions and responses that result from
the use or anticipated use of a product,
system or service”

QoE systems try to measure metrics
that customers directly perceive as a
quality parameter — for example, the
time it takes for a website to load. Itis a
product of multiple factors, including:
utility — the right content and fea-
tures
usability — easy to navigate, user con-
trol and feedback, efficient use
aesthetics — ook and feel
availability — device capability, net-
work capability
offline issues — price, branding, trust-
worthiness.

Examples provided by Google show that an extra
o.5-second delay in generating search results would
worsen the user experience and, in effect, reduce
traffic to its website by 20 percent.

P economics teaches us that a scarce
resource can be monetized.

Imagine a consumer — let’s call her Saada
— who is using a video-on-demand service
on her tablet, which is connected to the in-
ternet via a mobile-broadband subscription.
She had been looking forward to watching
her favorite movie with her boyfriend, but
discovers that the service quality is extreme-
ly poor. It’s so bad, in fact, that they reluc-
tantly abandon their cozy sofa and freshly
made popcorn, and decide to catch a mov-
ie downtown instead. In this case, if the qual-
ity of the experience isn’t good enough, the
service isn’t worth anything. On the other
hand, Saada would most likely be willing to
pay a marginal additional fee to receive a
higher quality of service. The added benefit
for Saada is huge, and the added cost is low.
Quality of experience (QoE) means every-
thing.

For operators, the solution is price differ-
entiation. Most of their mobile-broadband
offerings have achieved critical mass, and it
is time to evolve their pricing schemes in or-
der to monetize their scarce resources.

MONETIZING YOUR NETWORK ASSET
The natural way for operators to differenti-

ate their service offerings is to give consum-
ers the ability to choose between various lev-
els of service quality. Operators are starting
to explore this option. Remember Saada and
her disappointing video-on-demand service?
The video-on-demand service provider fac-
es the same dilemma as Saada, as the service
is worthless if the quality is poor. Like Saada,
the service provider would be willing to pay
a marginal additional fee to secure a better
quality of service.

Imagine an online retailer the night before
Christmas. Now imagine that millions of
consumers are trying to access the retailer’s
website to purchase its products, but aban-
don their efforts because the purchasing pro-
cess is sluggish and the QOoE is poor. Think
about how much the online retailer would
benefit from being able to improve the QoE
for people accessing its site or app using a
mobile device. In the content industry,
examples provided by Google show that an
extra 0.5-second delay in generating search
results would worsen the user experience
and, in effect, reduce traffic to its website by
20 percent. And, for Amazon, every 100 mil-
liseconds of latency reportedly reduces sales
by approximately 1 percent. Clearly, there is
untapped potential for operators to offer to
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improve the quality of end-user experience
on behalf of content providers.

The key thing to understand is that ser-
vice providers don’t need to guarantee a cer-
tain average level of performance. Rather,
they need to reduce the “tail” of bad perfor-
mance. They can do this by resolving any is-
sues that lead directly to consumers not
completing online purchases, or abandon-
ing video-on-demand services.

CAPITALIZING ON THE QoE OPPORTUNITY
QoE is important for end users, valuable for
content providers and an opportunity for
mobile operators. But how can mobile op-
erators capitalize on it?

QoE depends on many factors, such as the
type of device used, the user-friendliness of
the application, price and branding, content
quality, as well as look and feel. The good
news for operators, however, is that network
performance and availability of the service
also play a critical role. Operators can there-
fore improve QoE by boosting network per-
formance and reducing latency as well as
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load times for the end user. A smart solution
to improve network performance for a spe-
cific end user is to use network functionali-
ty to prioritize traffic in the radio access net-
work.

The difference between fixed and mobile
broadband naturally lies in the “last mile”
For fixed broadband the “last mile” typical-
ly has no bandwidth limitations, meaning
that it does not play a decisive role in deter-
mining overall network performance and
QoE. In the world of mobile broadband,
however, the “last mile” is the radio access
network and this plays a critical role in de-
termining access speeds and QoE.

The key to improving QoE in the mobile
internet is to increase the speed of the radio
access network. And that’s where priority
functionality comes into the picture, as op-
erators can use it to prioritize users and con-
tent providers who will then benefit from,
and be willing to pay for, improved QoE.

THE OPPORTUNITY TO DIFFERENTIATE
Mobile operators potentially have many B
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Every millisecond counts. Latency reduces sales,
offering an opportunity for operators to offer
improved quality to content providers.

Selling priority or increased

speed as a premium service

» Indonesia’s Indosat has a mobile-broad-
band service called Broom Unlimited which
offers regular speeds of 256kbps, and the op-
tion of paying for an increased speed of
3.6mbps for a limited time of no less than
one hour

A European tier 1 operator launched a
"gold plan"for enterprise mobile-broadband
users in 2009. Business customers could buy
a premium plan that guaranteed prioritized
access during periods of heavy network load,
although there was no guaranteed minimum
access speed.
[Source: Operator websites]
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A two-sided business

Content providers

i Pay for QoE/northbound

Mobile operators

Pay for connectivity/southbound

—
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Priority (boost) of a user or content improve average load times but more
importantly reduce the "tail" of bad performance, such as the worst cases
of load times

Source: Ericsson

The key to revenue

generation:

1. Opportunity to tap into OTT content reve-
nues

2.OTT content can be monetized through lev-
eraging the needs of content providers and
creating value for them, using quality of expe-
rience (QoE)

3. Use your network assets to improve QoE and
create value for content providers

4. Use prioritization to increase both south-
bound and northbound revenues

Priority needs to be offered to a limited group of
subscribers or services — perhaps 10—20 percent — to
limit the impact on the network.

P ways of tapping into revenues from
OTT content, but not all of these lie within
their core capabilities. The further you stray
from your strategic capabilities, the less like-
ly you are to succeed with the venture. But
using traffic prioritization to improve QoE
truly builds on the core capabilities and ex-
pertise of mobile operators, delivering a
quality network service.

How should operators use traffic prioriti-
zation? Should they prioritize subscribers
who are willing to pay a premium for im-
proved performance or should they prior-
itize content providers that are willing to pay
for improved QoE?

Operators can and should do both.

Our analysis shows that few operators to-
day are prioritizing “southbound traffic”
(traffic from the operator to the subscribers)
for premium subscribers. And among those
that are, few of them market this option as
avalue-added feature of the subscriber pack-
age. As networks become increasingly con-
gested, the value of traffic prioritization will
increase.

As the mobile internet matures there is a
need to be smarter about packaging and
pricing to match the differentiated needs of
a range of subscribers. Priority should be
part of premium subscriber packages, and it
will be an attractive feature.

Priority needs to be offered to a limited
group of subscribers or services — perhaps
10—20 percent — to limit the impact on the
network. These will be the subscribers who
are willing to pay a premium for improved
service. Studies from Ericsson Consumer-
Lab indicate that the top 10 percent of con-
sumers are willing to pay up to 60 percent
more for their internet access speeds to dou-
ble. This indicates that the top five to 10 per-
cent of subscribers are willing to pay a
healthy premium for priority. This premium
will be on top of their basic subscriber pack-
ages, and will be calculated based on factors
such as market conditions and network con-
gestion. The key is to hit the right price point
that returns a healthy premium with only a
minor impact on the network.

THE NORTHBOUND OPPORTUNITY

The good news is that content providers are
also willing to pay for priority and improved
QoE. In simple terms, the operator will re-
ceive a share of the OTT content revenues
as compensation for the improved QoE that

will, in turn, give the content provider in-
creased business. Whenever a subscriber ac-
cesses content from a content provider that
is paying for improved QoE, that content will
be prioritized and the subscriber will enjoy
an improved experience. That improved ex-
perience will boost the business of the con-
tent provider — through increased advert
views, increased sales and so on — and the
operator will receive additional revenues.
For every megabyte of prioritized data de-
livered, the operator will receive revenues
from both the subscriber and the content
provider. The operator will thus increase not
only the content provider’s revenues but also
its own.

Managed correctly, this new revenue
stream will not affect the southbound op-
portunity: selling data and priority to sub-
scribers. At the right price point, the north-
bound opportunity will generate the same
revenue per priority gigabyte as the sub-
scriber opportunity. Why sell priority to sub-
scribers alone when there are content pro-
viders that value this asset just as highly?

SUCCEEDING WITH NORTHBOUND
There are several options open to the oper-
ator that wants to explore the northbound
opportunity, and these range from trying to
reduce costs to trying to increase revenues.
Most operators will likely attempt to do both;
they will seek to reduce costs by adopting a
content-delivery strategy and use improved
QoE to gain access to OTT revenues.

The key to realizing the northbound op-
portunity is to convince content providers
to pay for improved QoE. The strategy fol-
lowed to achieve this goal depends on
whether the operator in question is a large
tier 1 operator or a smaller operator. Of
course, depending on its local situation, the
operator may also choose to prioritize either
reducing costs or increasing revenue.

@ There are three scenarios for an operator:
stand-alone aggregator — this involves
effort to convince content providers to co-
operate. This would likely be a challenge
for smaller operators, which have a less
significant market share and are therefore
unable to offer a substantial base for the
content providers. This option could be
ideal for cooperation with local content
providers.

@ partner with other operators — this can
be a way to create a more attractive offer-
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ing for content providers. This option is par-

ticularly viable for larger operators that have

existing relationships with other big opera-
tors in various markets.

©Opartner with a broker — outsource the
northbound opportunity to a third party to
combine the operator’s strengths in net-
works with the partner’s relationships with
content providers.

The successful creation of a northbound
revenue stream for operators will likely lead
to the emergence of many more opportunities
to create value with content providers. The
key to success in this area is cooperation be-
tween the content provider and the operator
in such a way that they play to their respective
strengths. By combining the operator network
and subscriber assets with the business mod-
els of content providers and the need for QoE,
performance and reach, the mobile revolution
can lead to value creation for all. @
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| can’t wait to use my phone
.as a wallet. Mobile money
will make my life so
much easier!

... And safer! Even if you lose
your phone, your money
is still secure.

HERE TODAY. EVERYWHERE TOMORROW

THE NETWORKED

SOCIETY

BLOG

The Networked Society is here, and it

is changing your life. But this is only the
beginning. Be part of the discussion and
help shape the future, on the Networked
Society Blog.
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