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Introduction

The telecommunications industry
has historically been one of the
most swiftly changing sectors
globally.

The velocity of change is driven by
both rapid advances in telecoms
technology, and ever increasing
market saturation.

However, in the last few years, a
new challenge has evolved, quite
unlike any the industry has faced
before.

The rapid adoption of Over-the-Top
(OTT) services by consumers.

What is OTT?

OTT is a term used to describe a
wide range of technologies and
applications that are served or
broadcast across existing telecoms
infrastructure.

Typically, OTT services use an always

on internet connection, either fixed

broadband or mobile.

The connection is used operate
applications that compete with the
services offered by the telecoms
service provider that is delivering

the bandwidth, for the OTT service
to operate across.

Examples of typical OTT technology
includes voice and video
conferencing, video streaming and

instant messaging platforms.
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The Exponential Growth of OTT

The penetration of OTT services is
growing rapidly. In many cases,
usage of a specific technology such
as VOIP communications, has
quickly overtaken traditional telco
offered options.

In most cases, there is a major tip
towards less revenue for telcos
when a consumer chooses to use an

OTT service.

For example, when VOIP is used in
preference to a traditional phone
call, the cash loss of the phone call,
is much greater than the case gain

of the data being vended.

Skype, the most popular VOIP
application, has swallowed up a
massive share of the global
international call market. In 2005,
Skype had a market penetration of
just 2.9%. By the end of 2014, it had
risen to 40%. (Wikipedia, 2015)

Skype Share of International Call Market
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Video streaming of both TV and 382 million individual Netflix
Movie content, although initially streams per year. (Statista, 2015)
slower in becoming a mainstream

technology compared to VOIP, is

now hugely popular.

39.3% of consumers already watch
videos on Smartphones.
(Digitalsmiths, 2014)

The popular video streaming
service, Netflix, currently dominates
36.48% of the US consumer TV/
movie market. This equates to some

Netflix Program Streams: USA 2013
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Mobile messaging apps such as Spanish population has stopped
WhatsApp, Line and Facebook using their telco provided paid SMS.

Messenger are the most disruptive In some cases, smartphone users

OTT technology of all at this time. will g0 to extreme measures, such

Directly competing with operator as physically swapping the SIM card
offered paid SMS services, these in their handset, to use OTT services
free to use apps have decimated the that have been blocked by their
messaging market in some countries telecommunications provider.

already. In the Netherlands and In markets such as Thailand and
South Korea, mobile messaging apps
have already “tipped” the SMS

market in to serious decline.

Indonesia, around 25% of total
smartphone users are actively

swapping their SIM cards. (Informa,
(Chavin, Ginwala, & Spear, 2012) 2012)
WhatsApp alone has almost As we can clearly see, OTT services

completely taken over as the are now a major competitive force

preferred messaging service for over T e
90% of the population of Spain.
(Informa, 2012). Or to look at this

another way, over 90% of the

Percentage of Smartphone Owners Using WhatsApp
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The Effects of OTT on Telcos

OTT services are impacting
telecommunication providers in two
main ways. OTT decreases revenue,

and increases operational costs.

As more people begin using VOIP
and messaging apps to
communicate, instead of making a
normal phone call, or sending an
SMS, the potential revenue for
telcos decreases.

Similarly, as more people switch to
online video streaming services for
their TV and movie enjoyment,
telcos that offer “Pay to View” TV

services will also lose revenue.

A further problem compounds the
issue. Market trends show that
there is a move towards telecoms
providers offering a single, flat rate
package, with unlimited access.

As the level smartphone ownership
becomes higher, we will eventually
reach a point where telcos can no

longer earn additional revenue.

In theory, every customer would be
subscribed to a flat rate, total
service package. When this
happens, providers will need to

generate new revenue streams.

UK Consumer Broadband Trends
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2009 2012

—e—Package Price —e—Broadband Speed (Mbit/s)

(Ofcom, 2014)
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Market Disruptors Exacerbate the Problem

A further issue that is likely to have
a major effect upon revenues for
telcos in the medium to long term,
is the invasion of the market by OTT
providers positioning themselves in
direct competition with traditional

telecommunications providers.

For example, Google, an OTT service
provider in its own right, offering
applications such as voice and video
communications (Google Hangouts),
is also attempting to break in to the
telecoms market offering services
that will conflict with existing

telecoms providers.

Google is working on what it terms,
“Project Fi”. If successfully
implemented, Google would
become a Mobile Virtual Network
Operator (MVNO).

Google will supply their own SIM
card, which will enable customers of
their MVNO business unit, to simply

Google

facebook:

pay Google a flat rate subscription,
and then roam freely across
participating networks, both local
and international. When we
consider the cost that most telcos
apply to international roaming, we
can see that Google could very
easily capture the roaming market
with its MVNO offering on price

alone.

Indeed, both Google and Facebook
are now members of the
International Telecommunications
Union (ITU) despite the fact that
neither of them are telcos.

They now have a seat at the table,
and are likely to become disruptive
competitors.
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Partnering with OTT Providers as a Solution

There are two main options for
telcos to begin clawing back some of
the revenue they are losing to OTT.

The first of these, revolves around
changing their business model. They
would need to make a paradigm
shift in positioning, from one of OTT
vs. Telco to one of OTT alongside
Telco.

However, there are a myriad of
complications that could potentially
be blockers to this new business
model.

The overall issue of net neutrality is
one such problem. What happens if
a specific telco cannot broker a
revenue generating relationship
with a specific OTT provider? Do
they block this service across their
network? Is this really fair practice?

For smaller markets, the OTT
provider may not care. But for larger
markets, blocking an OTT
application because the telco could
not broker a deal to gain revenue
from it, would likely result in a civil
case being bought against the telco.

This problem is further
compounded by the fact that the
laws that govern and regulate the

telecommunications sector differ
from country to country.

If the problems outlined above
could be overcome, then by tying in
to either subscription based services
for OTT providers, or even revenue
share strategic partnerships,
telecoms providers could open up a
new income stream.

This has already been attempted in
some locations.

In Indonesian operator Axis lets its
customers buy a Viber data service
rather than a full data plan.

In Malaysia, DiGi teamed up with
WhatsApp to offer unlimited access
to WhatsApp for a flat fee.

Hong Kong also provides access to
WhatsApp for a flat rate, as does
India’s RCom, which has a similar
deal with WhatsApp. (Silverstreet,
2014)

In Thailand, both AIS and DTAC offer
smartphone packages that include
free call minutes, and also unlimited
data access when using the
Facebook application.
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These kinds of commercial
partnerships empower telcos to
begin earning revenue just for
providing the transport for the OTT
applications in question.

However, the major problem here, is
that it would take significant effort
to actually broker, agree and
maintain partnerships with all of the
OTT providers that are snipping
away at telecoms revenue.

We also need to consider the fact
that many of the companies
providing these OTT services, are
disruptive young startups. Not large,
established enterprises that are
equipped with the experience end
resources, to negotiate partnerships
with telecoms companies

The China Mobile Example

A -
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China Mobile recognized that OTT
was becoming a serious problem,
and in 2012, decided to do
something about it.

China Mobile’s revenues from its
Short Messaging Service fell to 46.5
billion Yuan ($7.46 billion) in 2011

from a peak of 53.6 billion Yuan in
2009. By comparison, its data traffic
volume increased by 187 percent
year on year in 2012. (Silverstreet,
2014)

CEO of China Mobile, Xi Guohua,
was outspoken regarding the loss of
market share to OTT services, and
said that, “China Mobile cannot
block this trend and must adjust its
strategies in order to adapt to the
new situation.”

China Mobile developed and
deployed the Jego app. A VOIP
application, which allowed users to
receive free calls to a China Mobile
number. It also included instant
messaging, video communications
and picture sharing.

Whether this experiment was a
commercial success or not, is hard
to judge. On the one hand, China
Telecom continued to see a drop in
revenue for voice and SMS services
through to the end of 2014. It did
however, see an increase in its
3G/4G subscriber base by an
impressive 75%. How much of this
75% was captured from new
subscribers wishing to use the new
China Telecom OTT VOIP application
has not been disclosed.
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A Move Toward Quality Based Service to Generate Revenue

The second way that telecoms
providers could begin to win back
lost revenue, is to start offering
premium Quality Based Services

(QBS).

In this case, the telco would charge
consumers a fee for QBS. For
example, the consumer could pay
slightly more for their internet
subscription, in order to ensure that
they always had access to the
fastest download speeds.

Things could be made even more
granular, with telcos offering QBS
based packages that are designed
around specific applications such as
VOIP or video streaming.

The major bonus here, is that the
company is not forging new trading
partnerships. It is still dealing with
the consumer. It is free to design,
position and market packages that
fit consumer trends.

The downside with this option, is
that the telco itself would need to
develop and deploy technology that

NETFLIX

could monitor, prioritize and
manage network usage, based on
specific applications.

Once again, with so many existing
and emerging OTT services, it would
be very difficult to ensure that each
and every one of them would fall
within specific QBS packages.

What is needed is a fundamental
way to hook OTT services in to
network infrastructure capable of
managing QBS intelligently, with no
need to configure the network for
each separate application.
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The Case for QBS at Infrastructure Level

By incorporating technologies such
as Deep Packet Inspection (DPI)
directly in to the major components
that make up the infrastructure of a
consumer telecommunications
network, things become simplified.

Network components such as
routers, switches, radio and fixed
access nodes, could have DPI built in
to them.

Major hardware manufacturers such
as Cisco, Huawai or Ericsson, would
be responsible for developing and
maintaining QBS standards that
hardware manufacturers, OTT
developers and telecoms providers
would need to conform to.

This may seem like a major
undertaking on the part of hardware
manufacturers.

But it should be noted that several
related technologies have already
been developed, such as Quality of
Service (QoS) that are already built
in to many devices. They simply

-w
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never became mainstream. QBS has
been attempted at vendor level
before, it just needs to become a
global standard.

This would mean that OTT
applications could be developed to
exploit QBS when switched on for a
particular consumer.

The great advantage with this
model, is that individual telcos
would not need to be involved in
setting up and maintaining QBS for
each application.

The actual OTT developers would be
responsible for ensuring that their
application can take advantage of
QBS, and conform to QBS standards,
so that it can exploit the imbedded
QBS features of the hardware that
makes up the network backbone it
is using.
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If this method of rolling out Quality
Based Services were adopted at a
global level, the benefits would be
many. The Internet infrastructure
itself would be more advanced and
intelligent.

This would mean that both telcos
and OTT providers would have far
greater capability in ensuring that
the end-to-end service they provide
is of the highest possible quality,
regardless of location, or device
being used.

In Conclusion

There can be no doubt that OTT is a
highly disruptive trend, and one that
is likely to become more so, in a
very short period of time.

Any telecommunications company
that wishes to continue making
healthy revenue will need to find a
way to cash in on OTT as quickly as
possible.

In the short-term, the prospect of
forging commercial partnerships
with individual OTT providers seems
attractive. However, in order to keep
control of the consumer relationship
with the telco, the long-term needs
to move towards Quality Based

Services. Ideally, we would see QBS
deployed at infrastructure level, as
an always available application layer,
to be used as needed.

Only when QBS is a network feature,
and not a bolt on function, will both
telcos and OTT service providers be
able to operate independently of
each other, yet still offer consumers
the option of spending a little extra,
to ensure they get a better service.

In this scenario everybody wins.
Telecoms companies gain a fresh
revenue stream, OTT providers who
exploit infrastructure level QBS will
gain traction, and network hardware
manufacturers gain control of a
whole new technology that both
telcos and OTT providers will be
reliant upon.

This additional layer of control, will
empower telcos, OTT providers and
infrastructure manufacturers to
develop more ways to monetize the
products/services they provide.
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