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New opportunities for the industry

The internet has created several different
businesses, such as on-screen advertising
and search engines, in a relatively short time.
We want to note here that the internet world
is rapidly outgrowing its original technology
platform and will benefit greatly from the
ability to incorporate the values of the
telecom world as it develops further.

Scale is crucial and all innovation involving
the internet seeks to reach the broadest
possible market, to achieve economies of
scale. Service providers usually try to reach
the largest possible audience leading in the
end to a more or less monopolistic situation
for a particular service. For many services
this is potentially acceptable. However for
some vital communication services, the core
telecom value of interoperability is essential
in order to serve the public with a choice of
service providers.

The history of SMS in the US market is a
good case in point. It took many years for this
basic mobile feature to develop in the US,
lagging far behind markets in Asia and
Europe. The simple reason was that US
operators initially tried to market it as an

No real threat

In discussions on the future of traditional
telecom network operators, it has largely
been taken for granted that they are under
threat from the internet world and will be
reduced to bit-pipe providers, gradually
losing their traditional close relationships with
subscribers and spiraling downwards in the
value chain.

This is a pessimistic and unjustified view.
There is a range of new service possibilities
opening up for operators, naturally positioned
beyond the pure access service. The key to
these possibilities is the need for
interoperability and clear interfaces, which we
have described above.

Keeping clear interfaces between different
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operator-exclusive service. Operators did not
cooperate to allow customers to exchange
messages with others across different
networks. As soon as interoperability was
introduced in 2001, SMS took off and
became a tremendous success. People
simply want communications to be as
interoperable as possible.

So the internet world and the telecom
world rely equally on interoperability for
their future.

Number of SMS in North America.

900 —Billions
800
700
600
500
400
300
200
100

0——._____._
2001 -02 -03 -04 05 -06 -07 -08

Figure 1: SMS growth in North America due to
interoperability and pricing

kinds of services with different characteristics
— some are standardized, others are not — will
facilitate the formation of new business
alliances and enable network operators to
benefit from the dramatic growth in non-
standardized, non-interoperable services
emerging from the internet world, while still
maintaining the right level of control.

As a first step, one needs to acknowledge
the split between user access and user
service implied by the move to IP. Telecom
traditionally bundled access with the service,
and may still do so for commercial reasons,
but services will technically be kept separated
from access.

We see basically three groups of user services carried

by the basic connectivity (such as broadband access):

®& Services that are essentially “unaware” of the
access form. These are sometimes referred to as
“over-the-top” or internet services. They are
typically offered globally by one provider and have
limited cross-service interoperability. However, a
salient point here is that they can be extended to
benefit from “interoperable communications
services” as defined below. Internet services can
also be extended by incorporating “access
enablers,” so they benefit from being access-
aware and supported by QoS (quality of service,
guaranteeing a certain service level), device
identity, position and other features. By “internet
enablers,” on the other hand, we mean non-access
features such as user databases and the ability to
mesh content and channels.

®& Services enabling person-to-person
communication across different service providers.
These interoperable communications services use
a limited set of standardized services (such as
telephony, messaging, presence and so on). They

Based on this classification, we see how
new operator opportunities can be defined by
choosing one service or a combination of
several. The most basic, and closest to the
traditional telecom operator role, is that of
providing pure connectivity (mobile
broadband, fixed broadband, IP-VPN)
together with the communications services,
such as telephony, SMS and other
messaging, which can be characterized as

Figure 2: Service categories

are sometimes supported by access, meaning they
use one or more “access enablers” such as QoS.
The standardized interfaces open the way for
mass-market devices and truly global services
because they can be used across different service
and network providers.

®¢ Dedicated services for an operator’s own
subscribers that can also be supported by access
enablers. These are internet-type services such as
TV, ringtones, music sales, “friend-finder,”
positioning and so on, provided by operators on
their own portals to their own subscribers and are
normally charged through the regular billing.

There is an additional business-to-business

service group:

®& Services enabling other service providers to
improve services to their customers, offering
essentially different assets and capabilities. This
may involve some of the communication services
and access enablers that can be utilized by other
players, such as quality of service, messaging
and positioning.

the basic content of the connectivity.

Figure 2 shows possible services, the
internet “cloud” represents the ever-growing
and greatly diversified world of web-service
providers, by which we mean everyone who
uses the internet in some way to reach
customers or citizens, be it Google, YouTube,
CNN, Wal-Mart, the local dentist
or governments.
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These service opportunities arise from the
fact that network operators can support other
companies’ value chains by leveraging their
connectivity and communication assets.
The attraction for web-service providers is,
again, that they get the interoperability
required to scale up and reach mass-
market levels.

Another fundamental building block for this
collaboration to work is to deliver QoS,
security and service assurance, to maintain
network and basic service integrity, to control
the use of resources and to prevent network
overload (examples of access enablers) - all
traditional telecom virtues based on a long
tradition of standardization.

For non-standardized services, it is
important to have short time to market and to
bring innovative service ideas to end users
quickly as the situation and the “market
window” demand. When a service becomes
a success, it will gradually face the same
requirements as the standardized services. If
the service has reused standardized and
interoperable communication services as its
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basis, it can easily grow and be offered to all
users globally. This means a huge
competitive advantage for any internet-driven
business idea.

The services dedicated to their own
customers give the operator an opportunity
for differentiation from other network
operators. This is in contrast to the
communication services, which are to be run
in cooperation with other operators in order
to be valuable to as many users as possible.

All these services must be able to continue
to evolve over time, even if at different paces
and potentially driven by different needs. It is
important to bear in mind the basic
characteristic of the service as such: For
example, a connectivity service must be able
to support mass-market devices; an
interoperable communication service must be
deployed across service providers; a
dedicated service must have competitive
characteristics in comparison with over-the-
top services; and an enabling service must be
easy to access and use.

Conclusion

As traditional telecom merges with the
internet world, it is crucial that we recognize
the importance of building on the proven
success of the following formula:
Cooperation on standardization leads to
interoperability, mass-market growth and, not
least, reaching important societal goals

For a telecom provider, there are numerous
viable positions beyond becoming only the
access provider, with a dumb bit-pipe. As a
result of the discussion over a more
advanced, “next-generation” internet, there is
also growing evidence that the role of a pure
access provider may have a strong business
case. The real issue is positioning oneself in a
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new game in which telecom players
have a strong hand in terms of basic
interoperable services.

In summary, the comments sometimes
heard from the internet industry — that
traditional telecom ways of working will lead
to a dead end, with telecom companies
offering classic services such as voice and
little more — are not true.

On the contrary, telecom values and
principles — with open standards and
interfaces and clearly laid-out regulatory rules
— are the only long-term solution as the
traditional telecom business integrates with
the internet world.

The future role of telecom Conclusion 11



ERICSSON Z

Further reading

[1] Ericsson AB 2006. [Ericsson Review No. 3, 2006]. Evolving the TV experience anytime,
anywhere, any device. Available at http://www.ericsson.com/ericsson/corpinfo/
publications/review/2006 03/04.shtml [Accessed 10 July 2009].

[2] Ericsson AB 2008. [Ericsson Review No. 3, 2008]. Patent strategies — a fork in the road
toward 4G. Available at: http://www.ericsson.com/ericsson/corpinfo/publications/
ericsson_business_review/archive/0308.shtml [Accessed 10 July 2009].

[3] Frost and Sullivan. March 2008 [N3B4-01-00-00-00] World IPTV Access Infrastructure

Market Insight. Available at: http://www.researchandmarkets.com/reports/598356/world_
iptv_access_infrastructure_market_insight [Accessed 10 July 2009].

12 The future role of telecom Further reading



