
The Commercial Value of Broadband

The Broadband Business Model

David Cleevely

BSG Conference

29 October 2003



“Nothing less than the demolition of 
Japan's telecom industry” 

– Wired Magazine, August 2003

Source: http://bbpromo.yahoo.co.jp/



Eye-watering pricing 
generating $95 million per month
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But how can the business model work?

? Costs:

? $800 million 
backbone

? $250 per customer 
acquired

? $30 million for each 
of VoIP, VoD and 
Pay TV

? $40 million/month 
for access

? Revenues (2.8 million 
subs):

? Flat rate access 
$25–40 per month 

? Pay TV & VoD 
$21/month plus $2.5 
per title

? Phone (<2¢/min)

? BB games $8–13 
per title



It’s a similar story in Sweden
Stokab is a municipal 
duct utility which sells 
duct (or dark fibre) to 
telecoms operators at 
a long-run, cost-based 
price 

Bredbandsbolaget B2 
sells 2Mbit/s+ IP 
ethernet to multi-
tenanted buildings via 
the landlord

Source: Stokab and Bredbansbolaget Web sites
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But Western European incumbents face 
pressure on fixed revenues …

Total residential fixed spend 
Broadband residential spend

Source: Analysys



… and business models are not clear

?Cannibalisation

? Flat tariffs

?Peer-to-peer networking

?Unproven applications

?Disruptive technologies



So who could resist volume-based charging if 
it increased revenue by £460 million a year?
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Is Wi-Fi the answer?

Source: Analysys Consulting project results (2003) 

Expected traffic and hot-spot relationship
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Train stations
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Public spaces
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Not necessarily …

Source: www.cellsites.co.uk



… but watch Korea

WLAN hotspots as at January 2003
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Telecoms is not one market …

Ducts

Services

Network transmission

Cables

Content and applications

• Lower barriers to entry 
and exit

• Larger markets

• More opportunities for 
specialisation and 
market segmentation

• From economies of 
density to economies of 
scale



…but does this unleash the
regulators’ nightmare?



Is dis-integration unusual?

Ducts

Services

Network transmission

Cables

Content and
applications

FAB plants

Middleware/OS

Devices

Integrated circuits

Software
and applications

Raw materials

Manufacture

Design

Components

Distribution



Some claim to have saved billions

Source: Oracle corporation



“We find the computer everywhere, 
except in the productivity statistics”

– Robert Solow
? ICT has two components, and two effects:*

? software investment enables larger scale 
operations, increases the demand for skilled 
workers and improves labour and total productivity

? telecoms investment positively affects the creation 
of new products and processes but negatively 
affects average labour productivity

? “Telecommunications investment [enables a] switch 
from a Fordist to a flexible network productive model”

*Source: ICT Investment, Productivity And Efficiency: Evidence At Firm Level Using a Stochastic Frontier
Approach, L Paganetto, L Becchetti and DA Londono Bedoya, June 2000



The real struggle has just begun

Source: Hutchison 3G, www.three.com, Sony Corporation
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