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NEW CABLES: THE IMPACT ON ISPS IN 2009 AND BY 2019

By Paulo Froes (SEACOM: Account Manager) and Aidan Baigrie (Head of Business Development)

Over the past couple of decades, fibre-optic cables have become the preferred means of communication between countries for obvious reasons - transmission delay for 15,000 km's is 150ms. This is not the case in Africa, where due to a shortage of fibre connectivity, telecommunications remains heavily reliant on expensive and slow satellite systems where the minimum transmission delay is 600ms. As a result, Africa remains the most under connected continent on Earth (inhabited that is). East Africa, in particular, was the only region of the connected world without cable connectivity until the arrival of the SEACOM fibre optic cable in July 2009. Projects like SEACOM are major steps towards efficiently and adequately bridging the ever widening connectivity divide between Africa and the rest of the world and it appears, pleasantly so, that SEACOM has been the vanguard of a number of other cable projects. 

Telkom had an effective monopoly on international fibre connectivity in South Africa until the opening of the SAT-3 access point towards the end of 2008 and with the commercial launch of SEACOM in July this year. Through its control of the SAT-3 access point and SAFE cable system, Telkom provided the only cable-based means for carrying local bandwidth internationally. Although the capacity of the cables was significant at the time with some 250Gbps available (120Gbps on SAT-3 and 130Gbps on SAFE) less than 40Gbps was available in South Africa. Also, the Telkom pricing strategy at the time was a high price/low volume model. Before 2007, the price of an STM-1 to London was over R2 million per month and not on a PoP to PoP basis which made connectivity cumbersome. Telecommunications operators and ISPs with no access to the SAT-3/SAFE cable were forced to take up this Telkom provided capacity or use expensive and slow satellite links; whilst no alternatives at all were available in east Africa. 

The result - customers paying significantly more for connectivity and bandwidth than those in developed countries and their peers in emerging markets. This is especially important when one considers the recent report released by the World Bank in June 2009 stating that access to better information and communication technology corresponds directly with economic growth. The report found that for every 10 percentage-point increase in high-speed Internet connectivity, economic growth increases an average of 1.3%. Secondly, in order to have sound business models ISPs were forced to increase the contention ratios to the end customer resulting in Africans, including South African end-users getting Internet access throughputs of between 20kbps and 80 kbps during peak hours. The knock-on effect saw the end customers unable to use the Internet on an "always on" basis. This is what undersea cables will change.

The status quo started changing when SEACOM formally announced that it would be proceeding with an east Africa undersea cable in October 2007. The disruptive impact of SEACOM's arrival - good for the ISPs - has already been evidenced. Based on the anticipation of SEACOM’s arrival, prices have decreased steadily to around R800,000 per STM-1 per month, coupled with the decision to upgrade SAT3 to its maximum capacity from 120Gbps to approximately 340Gbps. Ultimately, the launch of SEACOM in July 2009 heralded the start of a revolution in international fibre connectivity. 

So, what does this mean for ISPs - One thing is clear, the current hype will result in customers, including end-users and businesses, going to have increasingly higher expectations in terms of improved local broadband services, reduced costs, higher data usage caps and higher speeds- but there'll be more.

The tremendous growth in mobile communications across the continent has demonstrated Africans’ readiness to use technology to improve lives. Information and communication technology (ICT) can only truly be exploited through the availability of broadband to establish effective and efficient international communications systems. As affordable and plentiful bandwidth reaches the continent, words such as high definition TV, peer-to-peer networks, IPTV and real Internet are now a reality for African customers, delivered by their ISP. This isn't "pie-in-the-sky" as all of these applications are in use elsewhere in the world. The availability of broadband Internet has started reversing the trend of moving computing intelligence to the end computer/customer. There are now literally hundreds of examples of computing intelligence being hosted on the Internet. It's unclear where or whether this trend will end but that's a topic for another day. The point being made is that suddenly these opportunities are now a reality for ISPs.

Unfortunately, most ISPs have not yet built the required capabilities and delivery platforms to supply these information rich, hosted services, to their end customers simply because the bandwidth hasn't been available and neither was the business need. This is really the injustice of it - the rest of the world has been working at developing applications that are specifically possible because of access to broadband networks whereas in Africa, including South Africa, there was simply no business case for these high-end applications as broadband was prohibitively expensive or unavailable altogether. As a result, African ISPs have largely focused on connectivity and the basic services (email, SPAM filtering, etc.). The short term risk is that with broadband now available, African end customers are potentially going to get these high-end applications from global service providers instead of local ones.

Setting this unfortunate result of the scarcity of broadband in Africa aside, the availability of broadband is a significant business opportunity for ISPs over the next decade. Analysts have confirmed there is high demand for better communication technology in Africa. A report released in May 2009 by Delta Partners, an advisory and investment firm for Telecoms, media and technology in Africa and the Middle East, said the number of broadband users in Africa was poised to explode from the current 2.5 million in 2007 to 24 million by 2011, never mind 2019. If one considers that simple fact that information technology goes hand in hand with sustainable economic and social development, then every ISP is right now facing an opportunity to utilise available broadband capacity in east Africa to deliver services and applications to customers throughout the region, and by 2012, this will extend to almost anywhere in Africa. Frankly, by 2019, the game will be in the final innings. There is no limit to where these services and applications can be delivered - communication, health, entertainment, research, education, etc. Broadband on demand will give Africa endless possibilities, for both the public and private sectors, not to mention added redundancy to increase the quality of product and service offerings.



If this business opportunity is difficult to imagine consider the full picture of planned cables for Africa:
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Proposed Fiber Optic Cables (As of July 28, 2009)
The full impact of this bandwidth will only become real once these cables reach African shores but some of this reality is already here. 

The impact on the ICT sector is obviously as significant as that on ISPs - including such ICT-linked service industries, like outsourced call centres, back-office business processing, research centres, etc. Education and medicine will also benefit as places of higher learning and medical facilities throughout east and southern Africa will be able to access and share real-time data with institutions around the world. Financial, manufacturing and other sectors will bring down their cost of business while increasing productivity. 

However, focusing on the ISPs, the key responsibility right now is ensuring that the cost savings from having 'cheap' broadband capacity available will trickle down to the individual consumer and businesses and this is not going to be a simple task, but one that must be done. Now that the international side of the leg has been solved there remains the last two - national networks and the last mile. It's safe to say that the success of Altech in the courts has given South African ISPs a number of choices in regards to the last mile and ICASA recently indicated that the unbundling of the local loop is now firmly in their radar - 2019 - possibly! The real concern however is with the national network.

Neotel, Vodacom and MTN are actively building national networks as an alternative to Telkom's network but all indications are that they will be adopting a conservative pricing strategy and will not be significantly reducing the price of national connectivity in the short term. There is a light on the horizon with Infraco which has the potential to do the national connectivity market what SEACOM has done to the international one, although it appears to be a medium term reality only. Whatever is to happen must happen soon, as consumers are not going to be prepared to wait for the benefits of cheaper international bandwidth to reach them. The price of international capacity has been reduced significantly by SEACOM and will be coming down even more with the introduction of more cable systems.

In the past month alone, there have been price cuts in the market, especially in east Africa where large operators have openly announced their price cuts publicly. In South Africa, businesses and end-users are eagerly awaiting announcements on revised pricing. It is certain that the telecommunications landscape will continue to evolve rapidly as other projects including EASSy, WACS, Glo-1 and Main One become operational over the next 24 months. 

So what are we saying - what impact will undersea cables have on the ISPs - In short, our view is that there is a strong opportunity to provide your customers services over the Internet that you've always dreamed of but haven't been able to work out from a business perspective because the bandwidth needs have been too high and too expensive. We're talking about the opportunities in both the business and consumer ends of the market. For businesses you will be able to offer truly meshed IP clouds, hosted business applications in real time, storage and back-up solutions and many others. For the consumer there is a wealth of entertainment solutions such as computer gaming, education services, online financial services and even TV. The need for broadband isn't just going to continue growing; the curve is just going to get steeper as we approach the era of the 'dumb terminal'. The challenge though for the ISPs in Africa is that they're behind their international competitors who have been providing these services for the last 5 years already.

True broadband will provide Africa with endless possibilities through the exploitation of ICT-bred initiatives, unleashed by the establishment of effective and efficient international communications systems. SEACOM has already reduced the price tenfold, and there is no reason why ISPs will not be able to offer a service to end users at less than R100 for 20Mbps per month within the next 3-5 years. 

Change brings about opportunities - The world has already witnessed the dramatic and countless life-altering developments borne out of the Web. This is only the beginning, and we often forget that whilst businesses become more competitive and inventive through readily available connectivity, it is the youth who will truly exploit the broadband and IP worlds. Africa has a current population of around 1 billion, which is expected to increase to around 1.3 billion over the next decade. Forty percent of the population is under the age of 15. As the African youth become accustomed to widely available connectivity and begin to contribute to the Web, one can only imagine what the future has in store for our continent.
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