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EXECUTIVE
SUMMARY

High-speed broadband access facilitates a number of pivotal
socioeconomic services and activities, including education,
health, trade, and innovation. Broadband has transformed
interactions among businesses, consumers, and governments.
In recent years, the extensive influence of increased access to
high-speed broadband on economic development and social
networks has become evident to both the public and private
sector. The creation of national broadband networks is crucial
to sustainable economic development and social progress—
not only in emerging economies, but in developed ones as well.

Despite the widespread recognition of broadband’s benefits,
most of world’s housebolds today lack access to an adequate
broadband connection. Legacy policies, regulations, and
business models are limiting the ability of the public and
private sectors to make the timely and adequate investment in
necessary infrastructure to ensure universal access.

In order to break this investment
gridlock—and pave the way for
universal broadband access—gov-
ernments and private-sector opera-
tors both need to make fundamental
changes in their mind-sets and busi-
ness models. Broadband must move to
the top of national strategic agendas.
Policymakers ought to consider
balancing their goal of protecting con-
sumers with providing for an efficient
industry structure that entices invest-
ment in national networks. Operators

must adopt new business models to
account for transformative shifts in
the industry’s structure.

The timing is critical. The faster a
country moves to provide national
broadband access, the swifter it can
gain or improve its standing in the
global economy. For operators, the
pace of transformation will determine
whether they can benefit from
first-mover advantage and reap the
benefits of government support.

Booz & Company
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KEY HIGHLIGHTS

* Broadband facilitates innovation,
entrepreneurship, and productivity.
Countries with 80 percent broad-
band penetration are more than
twice as innovative as countries with
40 percent penetration. Increas-
ing broadband penetration by 10
percent translated into a 1.5 percent
increase in the country’s labor
productivity—a vital competitive
advantage.

Despite widespread recognition of
broadband’s significant socioeco-
nomic impact, more than 75 percent
of the world’s households are not
connected to a broadband network.
As a result, while governments focus
on bridging the digital divide, an-
other chasm is forming, separating
nations that have access to ultra-
high-speed broadband connections
from those that don't.

Three key inhibitors are prevent-
ing governments and the private
sector from collaborating to ensure
adequate investments in national
broadband infrastructure: the sheer
magnitude of these investments,
revenue prospects, and regulatory
uncertainty.

The public and private sectors
need to consider new paradigms in
order to ensure the future viability
of the sector, break the investment
gridlock, and open the door for
investment in national broadband
networks. Governments must con-
sider broadband a national impera-
tive and be proactive in securing uni-
versal broadband. Operators need
to deploy new business models to
diffuse investment risk.

A NEW GLOBAL
IMPERATIVE

Julius Genachowski, chairman of

the U.S. Federal Communications
Commission, aptly described the
relevance of broadband, a vital

asset with an impact that extends

far beyond the telecommunications
sector: “Broadband is the great infra-
structure challenge of our generation.
It is to us what railroads, electricity,
highways, and telephones were to
previous generations—a platform for
commerce, for democratic engage-
ment, and for helping address major
national challenges.”! Nationwide
access to electricity and highways was
a central focus of public policy in the
20th century. This century, timely,
universal, and affordable access to

broadband is emerging worldwide as
a vital consideration for governments
and the private sector. The creation
of national broadband networks

is crucial to sustainable economic
development and social progress, in
developed as well as emerging econo-
mies, and thus must move to the top
of national strategic agendas.

Despite the pervasive recognition of
broadband’s benefits, a substantial
majority of the world’s households
today lack access to an adequate
connection. The sector’s adherence

to legacy policies, regulations, and
business models is limiting timely

and sufficient investment in neces-
sary infrastructure. Governments and
private-sector operators must prepare
to accept a fundamentally new set of
principles and business models. Their
acceptance will be imperative to break-
ing the deadlock that inhibits invest-
ment and secure access to broadband.

Booz & Company
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THE BROADBAND
DIVIDEND

Exhibit 1

Since the beginning of this

decade, broadband has exerted a
profound influence on society. It

has fundamentally transformed

the way businesses, consumers,

and governments operate. Just as
countries with a young population
benefit from a so-called demographic
dividend, countries with higher
broadband penetration have reaped
rich broadband dividends across
economic and social activities. For a
society to realize the full potential of
this asset, its broadband deployment
has to be universal and affordable. It
has to enable high-speed access, and it
must happen in a timely manner.

Universality and affordability are
vital to ensure that broadband is

Public Services and Social Inclusion through Broadband

inclusive and can be used as a tool

for public service, particularly in
health, education, employment, and
social integration. Governments have
traditionally been unable to effectively
serve rural and underprivileged
communities, where public services
are most needed. Widespread
broadband deployment has proven

to be a key transformation tool to
address that issue and effect change

in those communities. Broadband has
enabled governments across the world
to offer remote diagnostics through
e-health, bring quality education

to underprivileged communities,
widen employment opportunities,

and provide more citizens with an
opportunity to influence policy (see
Exhibit 1).

Description

Example Initiatives

Improved
Healthcare

Telemedicine offers the opportunity
to bridge the gap between healthcare
services in rural and urban areas

A tele-pathology system developed in Japan allows pathologists
using high-definition video and remote-controlled microscopes to
examine tissue samples from patients living in rural areas

Better

Education

E-learning and online video tutorials
can be a powerful tool to improve
educational services in rural areas

South Korea developed the Education Broadcast Service (EBS) to
help children in rural areas better prepare for a national aptitude test
through access to free video tutorials

Employment
Opportunities

High-speed broadband enables tele-
working in rural areas and creates rural
entrepreneurs

The U.S. government is active in promoting tele-working for the
federal government in order to promote employment in rural areas
as well as reduce traffic congestion

Access to

Government Services

Broadband allows residents and
businesses in rural areas to
have access to e-government services

The Rural eGov project of the European Union aims to study the needs of
small- and medium-sized enterprises (SMEs) in rural areas for governmental
and public services and offer policy recommendations to EU governments

Source: Booz & Company
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Broadband’s performance is also

a fundamental component of its
effectiveness in transforming the way
individuals and corporations cooper-
ate and create. Broadband facilitates
innovation and entrepreneurship.
Booz & Company analyzed a group
of 50 countries and found that
countries with the highest broad-
band penetration as a percentage of
Internet penetration had much higher

Exhibit 2
Broadband’s Impact on Innovation

innovation efficiency than countries
in the bottom tier of the broadband-
to-Internet ratio (see Exhibit 2).
Countries with a higher proportion
of broadband-to-Internet connections
see greater innovation. Broadband
stokes innovation and it does so
exponentially—countries with 80 per-
cent broadband penetration are more
than twice as innovative as countries
with 40 percent penetration.

Timeliness in deploying broadband
yields further substantial benefits

for countries. A Booz & Company
analysis indicated that countries that
perennially ranked in the top tier of
broadband penetration recorded twice
the rate of GDP growth of countries
that consistently ranked in the bottom
tier of broadband penetration (see
Exhibit 3). Additionally, boosting
broadband penetration by 10 percent
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"Innovation efficiency is defined as the number of patents per million divided by the EIU Innovation input/enabler score for the country
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Source: Economist Intelligence Unit, “A New Ranking of the World's Most Innovative Countries,” April 2009;

International Telecommunications Union, World Telecommunications/ICT Indicator Database 2009; Booz & Company analysis
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translated into a 1.5 percent increase
in the country’s labor productivity—
a vital competitive advantage.

As leaders seek policy levers and new
business models to navigate their

way through the global economic
recession, it is time for them to
recognize that broadband is not solely
a telecommunications sector issue

but a matter of national importance.

Exhibit 3

In developed nations, the rapid
deployment of broadband at the
national level can accelerate economic
recovery, create new markets, and
maintain countries’ competitiveness
with global peers. Emerging nations
can also reap these benefits, as well as
more fully integrate their citizens into
society and their private sectors into
the global economy. Because nations’
economic and social progress depends

Boosting Broadband Penetration Can Improve Labor Productivity and Increase GDP

on rapid and effective access to
information, leaders in the public and
private sectors cannot afford to let
their digital infrastructure lag behind
that of their global peers.
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THE RISK TO
LONG-TERM
SECTOR
SUSTAINABILITY

Despite widespread recognition of
broadband’s significant socioeco-
nomic impact, more than 75 percent
of the world’s households are not
connected to a broadband network.
Even developed economies in Western
Europe and North America have
managed to provide broadband access
to only two-thirds of their popula-
tion. Despite the efforts of govern-
ments and the private sector, the
broadband digital divide persists as a
significant challenge to inclusive and
sustainable development, especially in
emerging economies.

While governments focus on clos-
ing the digital divide, the chasm
that separates nations with access to
ultra-high-speed broadband connec-
tions from those without is opening.

Businesses and consumers are seeking
advanced, next-generation applica-
tions such as cloud computing and
virtual world experiences and they
need ultra-high-speed broadband con-
nections. Consumers are clamoring
for speeds at least 10 times faster than
those currently offered in order to use
those next-generation applications.

In the future, even faster connections
will be needed for the next wave of
advanced services and applications,
increasing significantly the investment
required and hence the challenge

of building a national broadband
network. In providing faster services,
the track record of even the most
developed markets falls short. Only
seven economies have ultra-high-
speed broadband penetration that is
10 percent or higher (see Exhibit 4).

Booz & Company



Exhibit 4

Speed and Penetration Levels, by Country

BROADBAND SPEED DEFINITION

(KBPS)

International
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Canada
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1,500

1,500

Middle East
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PENETRATION, Q4 2008

(% OF HOUSEHOLDS)

Western
Europe

North
America
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America
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Europe

Asia

Africa

64%

63%

NEXT-GENERATION BROADBAND
PENETRATION (FTTH/B), Q4 2008
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South Korea
Hong Kong
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44%

Source: Informa, World Broadband Information Service database, 2008; FTTH Council, global rankings, 2008; Booz & Company analysis
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Because there is such a long way to
go to make broadband a universally
available asset, all stakeholders will
need to collaborate and solve crucial
issues. Three inhibitors are preventing
governments and the private sector
from collaborating to ensure adequate
investments in national broadband

Exhibit 5

infrastructure: the sheer magnitude of
these investments, revenue prospects,
and regulatory uncertainty.

Investments in national broadband
infrastructure are significant, front-
loaded, and irreversible (see Exhibit
5). As a result, investors are cautious,

Broadband Infrastructure Requires a Substantial Investment

tempted to hold back on investments
until they have sufficient clarity about
their ability to make an adequate return
on their investments. Uncertainty sur-
rounding future broadband revenue
streams and regulatory obligations
are making it difficult for operators to
gauge the level of investment risk.

NUMBER OF YEARS TO DEPLOY NEXT-GENERATION NATIONAL BROADBAND NETWORK INFRASTRUCTURE,

BASED ON CURRENT SPEND'

35

24
19
I |

STC Deutsche

Telekom ltalia

Telecom

France BT Telstra

Telecom

Qtel eircom

"Next-generation national broadband network capital expenditure is calculated based on the number of households in each country and the cost of passing a household.
The analysis assumes an average cost of US$1,500 per household and a CapEx/revenue ratio of 10 percent.
Source: 2008 company annual reports; Booz & Company analysis
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The emergence of powerful application
and service providers is another critical
factor driving uncertainties around
future broadband revenue streams for
investors. These providers compete with
operators for telecommunications ser-
vice revenues and stand to profit from
broadband—yet they do not have to
build the network. This growing compe-
tition between operators and applica-
tion providers marks a fundamental
disruption to the sector’s prevalent
revenue model, in which operators typi-
cally capture the bulk of the revenues
generated by the access connection.

Finally, regulators have not estab-
lished a clear framework targeted

at broadband networks. The infra-
structure-sharing models mandated

by legacy networks may not be
replicable for next-generation broad-
band. Regulatory authorities have
developed a number of tools based on
existing technical architecture: these
tools include interconnect pricing
controls based on per-minute rates and
infrastructure-sharing mandates such
as local loop unbundling derived from
legacy copper-based network architec-
tures. Furthermore, as the distinction
between traditional service providers
(i.e., operators) and application provid-
ers (such as Skype and Google) blurs,
regulators need to develop new tools to
regulate application providers, which

neither are licensed nor have specific
service obligations imposed on them in
terms of access and quality. Until regu-
lators define a new regulatory regime,
operators will lack confidence in their
ability to monetize their investments
in national broadband infrastructure,
further dampening interest.

The three inhibitors collectively are
preventing adequate investments in
the sector. This heightens the risk of a
downward spiral in which the sector,
devoid of long-term investments, stag-
nates in the short term, resulting in
reduced innovation for the economy
and endangering the sector’s long-
term sustainability.

Booz & Company
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A FUNDAMEN-
TALLY NEW
APPROACH

In order to break the gridlock that
has stalled investment and ensure the
future viability of the sector, govern-
ments and operators need to consider
a new paradigm characterized by
three attributes.

Broadband: A National Imperative

Broadband must be recognized as

a national imperative, not simply a
telecommunications industry man-
date. To date, most governments have
considered broadband an important
telecommunications service with
revenue potential for the information
and communications technology (ICT)
sector, and have regulated the business
from that perspective. However, given
the economic and social benefits that
broadband offers, it must be consid-
ered a national imperative—and driven
accordingly. Governments must elevate
broadband from merely another regu-
latory concern to a top issue on the
national strategic agenda. This outlook
on broadband will prompt policy-
makers to take a long-term view and
develop consensus among all stake-
holders, removing myopic short-term
revenue and profitability pressures.

Some countries have already taken
giant strides in recognizing broadband
as an essential service. France’s high-

est court declared in June 2009 that
broadband is a human right, cementing
its role as a national strategic issue.
Finland did the same in October 2009
by making broadband a legal right.

A Proactive Public Sector

The public sector needs to be proac-
tive in securing universal broadband.
Because national broadband networks
have significant socioeconomic benefits,
governments have a vested interest in
their creation. Rolling out infrastruc-
ture at the national level, however,

may not be the best fit for operators’
strategies. Therefore, governments need
to play an active role in the sector’s
development, despite the fact that this
represents a significant shift away from
the long-standing trend toward govern-
ment disengagement and privatization.

Just as public—private partnerships
(PPPs) have become the norm in

the development of vital energy and
transportation infrastructure, effective
PPPs are needed as a model for the
telecommunications sector in devel-
oping national broadband networks.
Governments have several options

to consider in establishing successful
PPPs: subsidizing infrastructure, provid-
ing tax concessions to private operators,
or triggering demand for broadband

Booz & Company
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services. The ideal PPP model for any
country hinges on the dynamics of the
broadband ecosystem in that country.

New Business Models
That Spread Investment Risk

New business models are impera-
tive to spread investment risk. Under
the traditional model of broadband
access delivery, an end-to-end inte-
grated telecommunications provider
offered broadband services over its
own infrastructure. The telecommu-
nications provider invested across the
value chain with attractive medium-
term return prospects, despite market
uncertainties and regulatory obliga-
tions. That vertically integrated model,
however, may not be sustainable in
the long term. It could fail to align
the risks associated with large-scale
infrastructure investments in a highly
uncertain regulatory environment with
traditionally expected returns. It also
inhibits operators from pursuing new
revenue opportunities in high-risk
application and content ventures. An
alternative new horizontal business
model approach, which separates the

Exhibit 6
Horizontal Business Models

layers of traditional service delivery
and establishes three different plays,
would allow risk to be more appropri-
ately tied to rewards and ensure invest-
ment sustainability (see Exhibit 6).

The top layer would have a number
of “ServiceCos” operating in an
extremely competitive and lightly reg-
ulated market consisting of multiple
application and content providers.
ServiceCo businesses would com-
pete on their ability to develop deep
market and customer understanding,
deploy advanced marketing tech-
niques, and innovate continuously.

Businesses in the middle layer,
“ActiveCos,” would lease
infrastructure from “PassiveCo,”
the infrastructure business, and

add intelligent elements to provide
differentiated services to both
application providers and end users.
ActiveCos would compete on their
ability to provide high-quality
network and enablement services to
application and content providers as
well as end users. These businesses
would operate in a competitive

market, with regulations on service
levels, quality, and pricing.

PassiveCo would focus on deploying
passive infrastructure across the
country, leveraging economies of scale
and functioning like an infrastructure
utility business—similar to gas and
water utilities. PassiveCo is likely to
be a natural monopoly and would be
heavily regulated.

Adopting horizontal business models
yields significant benefits for the stake-
holders. It enables traditional operators
to reduce regulatory risks in the bottom
layer, which incentivizes investment

in infrastructure for the long term in
return for low-risk, utility-like returns.
Horizontal business models also
broaden operators’ return prospects in
the top two layers by allowing them
to compete in areas with higher risk
profiles but potentially higher returns.
Policymakers benefit from increased
private-sector investments, accelerated
broadband infrastructure deployment,
greater innovation in applications and
content, and further socioeconomic
contributions from the sector.

TYPICAL PROPORTION INTENSITY TYPICAL
ELEMENTS OF INVESTMENT OF COMPETITION PAYBACK PERIOD
ServiceCo Applications and content 5% High 1-2 years
ActiveCo Switches 25% Medium 5-7 years
PassiveCo Ducts and fiber 70% Low 12-15 years

Source: Booz & Company
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“A new business model
approach, which separates the
layers of traditional service
delivery, would allow risk
to be more appropriately tied
to rewards and ensure
investment sustainability.”

Booz & Company 15



THE LEGACY
MIND-SET
CHALLENGE

Exhibit 7

Stakeholders and Their New Roles

To adapt to this new paradigm

and spur the creation of national
broadband networks, all stakeholders
need to adapt their current thinking
and accommodate essential changes
in policy, regulations, and business
models (see Exhibit 7).

Shifting the Government Mind-set

For decades, the global trend has been
to minimize the role of government

in the telecommunications sector.
Governments typically have migrated
from owning incumbent networks to
investing passively in them and finally
to simply regulating them. As telecom-
munications regulators, governments
have primarily focused on competi-
tion, which has been introduced as a
mechanism to ensure market efficiency.
Effective competition has indeed been
a crucial enabler of rapid telecommuni-
cations growth in the past decade.

Governments Focus

Role

Philosophy

Operators

Focus
Business model

Philosophy

Telecom === ====== +» ICT

Oversight === === === > Facilitation

Open competition = = = = = = = = = > Sector sustainability
Access =020 @Zm-m === =----= - Enablement
Integrated @ @=0 0= == === === < Modular

Defensive =~ === = === == - Proactive

Source: Booz & Company
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However, to address the three inhibi-
tors to investment in national broad-
band, governments need to rethink
their role and consider taking the bold
steps necessary to facilitate invest-
ments and ensure the sector’s long-
term sustainability. Governments have
played a major role in the develop-
ment of vital infrastructure sectors—
roads, bridges, and power plants.
Policymakers now need to explore
mechanisms to foster the development
of national digital highways.

Governments created most
telecommunications regulatory
authorities based on the principle that

the consumer had to be protected
from the monopolistic activities of
incumbent operators. For the past two
decades, most regulatory authorities
have pursued the singular strategy

of preserving customer welfare by
introducing competition in the various
telecommunications markets—
including mobile, fixed, Internet,
broadband, and international. In
cases where it was apparent that
operators were too dominant to allow
effective competition, policymakers
established a range of regulatory
measures to ensure competition
efficacy and consumer welfare. These
encompass breaking up incumbents

(such as AT&T in the United States),
ordering functional separation (BT in
the United Kingdom), and mandating
shared infrastructure (local loop
unbundling across Europe).

A single-minded regulatory focus
on introducing competition will not
suffice to generate the magnitude

of investment necessary to create
national broadband networks.
Instead, governments must seek a
more balanced approach to regulation
that ensures consumer welfare
while simultaneously guarding the
sector’s efficiency and long-term
sustainability.

Booz & Company
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Shifting the Operator Mind-set

For operators, broadband revenues
based on access charges have under-
gone a rapid decline (see Exhibit 8).
Relying solely on these revenues

will neither support the magnitude

of investments needed in national
broadband infrastructure nor provide
operators with sustainable growth
opportunities in the future. Operators
need to diversify their revenue streams
by seeking scale in their provision of
access services and capturing a larger
share of application and content pro-
viders’ revenues.

Additionally, traditional vertically
integrated models, which emphasize
infrastructure expansion and man-
agement, impair operators’ ability to
compete in the new market structure by
promoting a focus on these areas to the
exclusion of others. Success in changing
markets requires operators to alter their
business and operating models from
vertical integration to horizontal plays.
Operators need to focus on building
scale and cost efficiency in the utility-
like infrastructure layer and offering
reliability and affordability in the ser-
vice layer, while competing on innova-
tion and speed in the application layer.

Finally, operators need to be
proactive in both adopting the

new horizontal approach and
engaging the government on
suitable implementation approaches.
Traditionally, operators have viewed
regulatory initiatives with suspicion,
because in the past regulatory
moves have in some cases depressed
incumbents’ returns. Operators need
to engage regulators to accelerate
national broadband infrastructure
deployment because this not only
increases the potential market for
operators but also provides the basis
for sector sustainability.

18
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Exhibit 8

Revenues from Access Charges Are Declining
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IMPERATIVES
FOR THE
PUBLIC SECTOR

In order to broaden access to broad-
band service, governments need to
consider adopting three immediate
imperatives: establish a national
broadband policy, create a regulatory
environment that supports operators’
horizontal business models, and facili-
tate investments in the sector.

Establish a National
Broadband Policy

As a necessary first step to enabling
universal broadband access, govern-
ments need to establish a consistent,
coherent, and shared national broad-
band vision, embedded in a national
broadband policy. This policy not only
must put forth a national aim for the
speed and coverage of the broadband
infrastructure, but also provide guid-
ance on how regulators, operators, and
application and content providers will
work together in achieving that aim.

Several countries have already defined
or are in the process of establishing a
national broadband policy, with their
different goals highlighting the varying
levels of aspiration and government
involvement. For instance, the United
Kingdom’s national broadband policy,
Digital Britain, aims for every house-
hold to have a 2-megabyte-per-second
(MBps) connection by 2012, sup-
ported by a long-term tax on broad-

band connections; Singapore is aiming
for 100 MBps for each household

by 2015, supported by an immediate
direct grant to the market.

Establishing a national broadband
policy should involve an open dialogue
with industry participants. This must
include an objective assessment of the
demand for broadband infrastructure:
how widespread and immediate is the
demand? To return to the Digital Britain
example, the policy was established
through an open consultation process.
The Digital Britain Summit, a face-to-
face, day-long meeting for principal
stakeholders, was followed by a series
of “unconferences”—online forums
that allowed the public to weigh in.

Once established, a common policy
will serve as an important tool to
continue the dialogue with industry
stakeholders and ensure that everyone
remains aligned on goals. Governments
intent on building national broadband
infrastructures need to undertake this
dialogue immediately.

Create a Regulatory
Environment That Supports
Horizontal Business Models

Existing regulatory frameworks
emphasize competition via a series
of mandates for vertically integrated
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incumbents. As the industry moves
away from vertically integrated
models to horizontal ones, regulatory
tools need to be adapted and new
ones developed to ensure consumer
welfare and effective competition.

Regulators need to encourage the
move toward horizontal busi-

ness models by adapting existing
regulatory regimes, especially at the
infrastructure and service layers.
Incumbent operators should be incen-

tivized to open their network infra-
structure, to put their knowledge and
existing assets to the best use, and to
keep the cost of national broadband
infrastructure under control. At the
same time, regulators could impose
stringent sharing and ownership
restrictions on infrastructure players,
ensuring fair and equal access to all
providers upstream. Regulators must
also assess the need to grant exclu-
sivities in the infrastructure layer, as
competition at that level affects the

ability of these entities to generate an
adequate return on their investment.

Singapore’s government, in establishing
the horizontal model, licensed a new
infrastructure player, accepting that it
would become a natural monopoly.

At the same time, the government
mandated universal deployment by
2015 and banned effective control of
the infrastructure provider by com-
panies in the upper layer. SingTel, the
incumbent, was allowed to be a part

Booz & Company
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of the consortium that will operate the
infrastructure player, as it committed to
place all its passive infrastructure assets
in a separate trust and to divest these
completely by 2011.

Facilitate Investments in the Sector

Some governments recently have
reversed past privatization efforts and
have invested in the telecommunica-
tions sector, recognizing the signifi-
cant benefits and national competitive
advantages derived from broadband.
These investments have ranged from

Exhibit 9

direct investment in broadband com-
panies, as in Australia, and grants to

private-sector players as in Singapore,

to end-user subsidies, as in South
Korea and Japan. In all, governments
around the world have commit-

ted recently to investing more than
US$20 billion in broadband network
development (see Exhibit 9).

Governments, in concert with the
private sector, need to evaluate their
role and the magnitude of investment
required in the sector, while identify-
ing the right investment mechanism.

Governments Are Committing to Broadband Investment

Governments should also help stimu-
late demand for broadband services.
The Korean government, for example,
has done so by establishing educa-
tion centers to train housewives to
use the Internet. Egypt has launched
a successful IT club initiative that
provides fully equipped computer
labs and broadband access at schools,
clubs, youth centers, and universi-
ties. Governments can also stimulate
demand by ensuring that all public-
service provisioning be handled over
broadband networks.
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“Governments should
establish a national broadband
policy, create a regulatory
environment that supports
operators’ horizontal business
models, and facilitate
investments in the sector.”
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THE ROLE OF
THE PRIVATE
SECTOR

In anticipation of policy and regula-
tory changes, private-sector operators
need to take three proactive, immedi-
ate steps to better position themselves.
Operators must open their infrastruc-
ture business, start building capabilities
for double-sided business models, and
capture further returns by sharpening
their focus on application innovation.

Adopt Open Infrastructure Plays

Operators have in the past resisted
attempts by regulators to separate the
infrastructure layer from the others,
driven by concerns regarding loss

of synergies and marketing power.
However, the situation facing the sector
today is different: the long-term sustain-
ability of the sector is at risk unless
vital investments in national broadband
infrastructure are secured in a timely
manner. Operators, facing a decline
in their traditional revenue bases, are
unable to capitalize on growth opportu-
nities provided by broadband, because
on their own they do not have the
incentive to undertake long-term invest-

ments under existing regulatory regimes.

If operators proactively evolve toward
a horizontal model and adopt a more
open approach to sharing infrastruc-

ture, up to considering separation

if needed, they can reap significant
benefits while strengthening the sector’s
future sustainability. These measures
relax the regulatory obligations that
have been imposed on operators by
their current vertically integrated oper-
ating model. They reduce operators’
costs for infrastructure deployment by
allowing operators to share those costs
with the government or with other
private players. Finally, they enhance
returns on infrastructure investment,
driven by higher asset utilization and
efficiency as well as the higher pre-
mium allotted to infrastructure compa-
nies by the investment community.

The separation undertaken by
operators such as Openreach in the
United Kingdom and Chorus in New
Zealand helped reduce the regulatory
pressure on the incumbents that own
them. Governments in Australia,
Greece, Malaysia, and Singapore
have demonstrated their willingness
to enter into PPPs with infrastructure
players, and Canada, Japan, and
Korea have provided incentives and
tax subsidies to such players.

By cooperating with their govern-
ments and even proactively steering
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them in the direction of infrastructure
plays, operators stand to reap consid-
erable benefits. SingTel, for instance,
worked closely with the Singapore
government to establish a new hori-
zontal model in the sector, bidding

as a part of a winning consortium

to operate the infrastructure entity.

In doing so, SingTel monetized its
existing passive assets, which would
otherwise have been rendered redun-
dant by the new infrastructure entity;
it also benefited significantly from a
subsidy of $750 million in govern-

Exhibit 10

mental grants, which is accelerating Pursue Double-sided Business Models
the creation of the universal broad-

band market and hence providing new  Having opened the infrastructure
growth opportunities for SingTel in layer, operators need to pursue
the retail market. Similarly, BT acted growth opportunities outside of
quickly to accept the mechanisms to providing end-user access services.
separate its infrastructure into a differ-  Building double-sided business models
ent business, Openreach, a move that  will allow operators to augment
ensured regulatory goodwill and led service revenues by selling enabling
to reduced retail regulation. Telstra services to numerous application and
(in Australia), on the other hand, was  service providers. Such enabling ser-
reluctant to consider infrastructure vices could include hosting services,
separation, and may face a stricter managed services, and transaction

regulatory environment as a result. support services (see Exhibit 10).

Operators Should Leverage Their Assets to Pursue Growth Opportunities

DOUBLE-SIDED BUSINESS MODEL

Hosting Services

Applications ‘ Home Users
Providers -

Enterprises ~_ Managed Services Mobile Users

Broadband Services
Operator >

Services Providers __ Wholesale Broadband Enterprises
and Resellers -

Retailers Billing Government

A

Source: C. Barraclough, K. McMahon, and A. Harrowell, “The 2-Sided Telecoms Market Opportunity: Realizing Growth from the ‘Platform Play, “ March 2008; Booz & Company analysis
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Operators would need to leverage

the assets and capabilities they built
over the years of providing telecom-
munications services to end users.
These include network management
skills, ongoing financial relationships
with clients, and the ability to oper-

ate large IT and network systems.
Taking advantage of these assets would
enable operators to pursue new growth
opportunities in providing wholesale
services, enabling transactional support
to application providers (billing and
location services), and providing man-
aged and hosted services to enterprises
and application providers.

Proactive operators are already test-
ing double-sided business models. For
example, the Spanish multinational
Telefénica is building a cloud-
computing service intended to host
enterprise data and services while
continuing to provide telecommunica-
tions services to its subscriber base.
Recently, United Arab Emirates—based

Etisalat announced a cloud service
that allows companies to deploy IT
services on a pay-per-use basis.

Sharpen Focus on
Application Innovation

Finally, having opened the infrastruc-
ture layer and built a double-sided
business model, operators need to
enhance their ability to innovate in
and extract value from the application
and content layer, which is likely to
be the fastest-growing layer in a mul-
tilayer market. Competition in this
layer would be intense and dominated
by current application giants such as
Google, Yahoo, and Facebook, all

of which have high brand recogni-
tion and a larger user base than most
national operators.

Operators need to undertake an
objective and pragmatic assessment
of their capabilities in this space
and focus on niche areas where they

are likely to succeed. For example,
operators can take advantage of their
ability to influence consumers’ device
and equipment purchases, as well as
their ability to develop scalable and
reliable services, to compete in niche
markets such as Internet Protocol
television (IPTV), smart homes, and
location-based advertising services.
Emerging technologies such as telemetry
and embedded radio-frequency
identification (RFID) could provide
lucrative opportunities for operators,
as these technologies require deep
network understanding combined with
smart customer insights—an area where
operators are best positioned to compete.

Success in the application space
would be contingent on an operator’s
ability to invest smartly, establish
focused business units, and leverage
its existing scale, as seen in the
relatively successful efforts of the
British multinational Vodafone, the
French Orange, and Telefonica.
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CONCLUSION

Winston Churchill once said that if you
build a present only in the image of the
past, you will miss out entirely on the
great challenges of the future.? As gov-
ernments and private-sector operators
strive to ensure universal and afford-
able broadband service, these words
ring true, heralding the profound shift
that is required to enable these digital
highways of the future.

Sustainable societies, in which all
citizens have a voice, must provide
the means for everyone’s voices to be
heard—and increasingly, those means
are digital. As such, broadband is no
longer a telecommunications sector
issue that industry leaders should
solve. Its relevance has transcended
the industry and its impact reaches
deeply into socioeconomic issues.
Broadband thus mandates attention
from policymakers and regulators as
well as from the telecommunications
industry. This is not an easy task for
any of them. Ensuring broadband
access requires radical shifts in think-
ing, shedding decades-old business
models, changes in regulatory policy,
and bold moves by government to
spur development.

For all stakeholders, time is of the
essence—and not only because consum-
ers want faster service. The quicker a
country can provide comprehensive
access to broadband, the quicker that
country can reap a variety of economic
benefits. It is important that govern-
ments and the private sector realize that
access for all is paramount. Broadband
is so vital that those nations that do not
offer high-speed access to their popula-
tions will have a serious disadvantage
in the global economy. This is true

for all economies—developed as well

as emerging nations. For developed
nations, broadband is critical to accel-
erating ecoOnomic recovery, creating
business opportunities, and reinforcing
competitiveness. For emerging econo-
mies, broadband does all that and more,
accelerating inclusion in the global
economy by democratizing business,
culture, health, and education.

Government and industry leaders
will need to demonstrate their
foresight in this regard to maintain
their competitiveness with global
peers. Doing so will require them to
fundamentally change the way they
think about broadband access.
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