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Okay, welcome to Debate Session 3 and the question that was posed is "Can telcos 

grab their share of a cloud services market?"  So while the last presentation and the 

little Q&A we did was really about telcos cloudifying their own environments and 

gaining operational efficiencies and application agility, sort of in their backend if you 

will, this one is going to be more about them as service providers, as offering 

enterprise or business services. 

As you probably know by now, I'm Jerry Caron with Current Analysis and what I'm 

going to do is take about three, four, maybe five minutes to go through some of our 

insights into what we're seeing about telcos or network-owning operators as I refer to 

them and their efforts to become cloud service providers.  And then really throw it 

over to my panel which I'll introduce as we switch over, if that's okay and ask them a 

few questions and have some discussion about the issue. 

Now before I start, I think that telcos, the one thing they have is they own networks, 

right.  They own networks and cloud is inherently a network-based solution or 

approach.  So who thinks that telcos or network-owning operators are therefore 

ideally positioned to be cloud service providers?  Hands.  Anybody?  Wow, hardly 

anybody.  Very interesting. 



Cloud Innovation Summit NetEvents 

Saratoga, California – 27-28 March 2014 2 

So let's go to the next slide.  So the first thing as we've mentioned a couple of times 

already today and we'll probably hear it throughout the whole two days is that cloud is 

changing everything for a lot of players.   

This is just an illustration of the kinds of companies that are hoping to drive cloud in 

their direction or to meet the demand coming from their business customers in the 

cloud way.  It's all over the map.   

The striking thing and the point I'm going to make on this slide is if you look at telcos 

they're just one of many types of companies trying to address this problem or that 

need to address this problem.   

In the past, telcos had their own world, communication services.  Basically the world 

will buy what we decide to give them.  That's the world they operated in.  In the world 

of cloud, in their new business they need to address, that is definitely not the case.  

They're just one of the players. 

So in terms of business services or IT services, if you look at it generally and from a 

historical perspective, what cloud proposes in terms of enabling businesses of all sizes 

to re-architect the way they deliver applications within their environments, it's 

changing everything.  It's hugely disruptive.   

And the point of this - you may not be able to read the words or see the numbers - we 

did a survey.  This is the second iteration we've done and we're doing a third this year, 

polling about 700 enterprises around the world from every region of the world.  And 

we asked them a bunch of things about cloud adoption, but one of them was supplier 

preference.   

Who are you using today or plan to use in the next 12 months, narrowing it to 

infrastructure as a service and platform as a service, realising that SaaS is not 

something they're going to - they tend to go with the software companies for that. 

And what it revealed was exactly what you just echoed in your hand-raising about 

network operators being cloud service providers is they hardly even register.  Okay?  

If you think about who they turn to today or plan to turn to, it's - well, telecom 

operators are 4% infrastructure as a service, 2% for platform as a service compared to 

the other types of suppliers.  And these are people with budget.  We only talk to 

people with budget by the way. 

So I expect that this is trending upwards.  As the applications that businesses move to 

the cloud become more sophisticated, more mission-critical, the value of telcos will 

rise and I think this year's results will be higher.  But still you can see the problem.  

It's clearly illustrated there. 

So in terms of advice we're giving to operators in terms of what to look for and how to 

change this and move forward, you know one of the things about infrastructure as a 

service is a big opportunity for them, they have to understand is that most large 

enterprises are still using cloud as a tactical resource.  It's not strategic.  So when it 

becomes more strategic, that's when I think the opportunity becomes more relevant to 

telcos and their advantage. 
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Emerging markets is somewhere that operators are looking to make business.  That 

has its own problems.  The near term opportunity I think is for mid-sized businesses 

and cloud natives, if you will, and those with webcentric apps.  These are the 

companies that are spending money on mission-critical cloud applications and there 

are opportunities for operators or service providers of all sorts including telcos. 

And then we believe the mid market is underserved and is an opportunity as well to 

go after.  We're also seeing a lot of impatience.  A lot of operators are saying, look 

we've got to move fast, we need it fast.  So we're seeing a lot of market activity.  We 

have over the past couple of years; we are going to see more in terms of actual 

mergers and actual buyouts.  

Finally, what do enterprises care about?  Again from the same series of surveys that 

we do.  Someone mentioned today - it's the truism - security is number one.  Price is 

important.  Availability is the third most important thing.  Now if you look at this and 

you think wow, network-owning operators really should have an advantage. 

Last point I want to make and these are recommendations to network-owning 

operators.  This is actually stripped straight from a presentation we gave last week to 

one of the biggest network operators in the world.   

The first thing is to avoid the Amazon trap.  You can't do what Amazon does, nor 

should you.  The pricing isn't right.  The profit margin won't be there.  Operator 

strength comes from network expertise.  The highlight that what you're offering is 

built on that backbone and play to their strengths. 

Finally, the security issue.  Again you know the emphasis on threat management is an 

opportunity for operators and really focusing on that because that is a unique 

advantage. 

So I'm going to conclude my comments there and then move on to questions to our 

panel members.  We have Jeff Schmitz, Chairman of the CloudEthernet - is it alliance 

or Forum and also with Spirent.  Thank you Jeff.  Also joining us again are Said 

Ouissal, Vice President at Juniper.  We've just heard from him.  Thank you for joining.  

Kevin Vachon, Chief Operating Officer of the Metro Ethernet Forum.  Thank you, 

Kevin.  And finally, again joining on the panel is Dr. Zhang who is CEO of Wedge 

Networks.  Thanks for joining, folks.   

So actually Kevin I want to start with you okay because connectivity is the - is at the 

heart of what the operators really have to offer.  And I think there's an assumption that 

operators have a network advantage in terms of offering cloud services and I guess we 

should just set the record straight.  Is that really true or do they have work to do as 

well as everyone else?  

Kevin Vachon 

I think there's an opportunity for them to have that advantage.  At the same time 

there's a huge risk that they won't even be able to play even as a cloud carrier if they 

don't take the steps to -- you know if you want to call it cloudify their network. 
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What I mean by that is there's a great opportunity for them.  The progression of the 

network fabric has moved towards Ethernet.  That's obviously where I come from.  

CE 2.0 is being widely adopted.  It's being built out in the industry by major operators.  

A lot of interconnect stuff is happening.  So there's a global fabric which is being built 

with many capabilities today to deliver cloud services quite effectively. 

Going forward the services can become more dynamic.  SDN will only make Ethernet 

services more manageable and lower the OpEx.  All of those are wonderful things 

about SDN.  NFV will drive Ethernet services to become more dynamic as well.  So 

these are the kinds of things.   

If the operators follow that road map they will have the fabric in place to take 

advantage of new capabilities to be successful as a cloud carrier.  And let alone being 

a service provider, if I'm a cloud service provider, which network partners am I going 

to pick?  Am I going to pick someone that's still stuck in the legacy TDM area that 

cannot deliver, that has old OSSs that take 60 days to provision a service or am I 

going to work with people that are embracing the latest technologies? 

I had an interesting conversation.  Some of my colleagues tonight were speaking with 

a fairly significant mid tier international operator and talking about some of the new 

things that Ethernet will be capable of doing if we could take the standards in that area 

in the future.   

And the operator said I don't want to build those things because I don't know how to 

monetise them.  I don't want to give necessarily to my enterprise customers more 

ability to get bandwidth on demand and to be able to do this and do that because I've 

got to put fibre in the ground and that costs me money.  And I don't want to reduce the 

contract length from three or two years to one year and to be able to give people 

bandwidth whenever they wanted because I'm just not sure I can make money on that.   

So I think there's a whole other dynamic there that might be a challenge for the 

industry.  But if you own the network and you've got - we see some examples out 

there.  In the US there are certain players that are very much leading with sort of 

dynamic capabilities, on demand capabilities.  I think if you embrace the opportunities 

and there's an opportunity to have this, a very strategic network asset.  And maybe the 

chart will look a bit different a few years from now. 

Jeremiah Caron 

Do you think that the operators are perhaps moving too slowly?  Or I guess as was 

said earlier are they doing the things they have to do and doing it in the right way and 

are being patient waiting for the market to mature before taking advantage of 

whatever market opportunity there is? 

Kevin Vachon 

I think there are probably a lot of different answers to that.  It just depends on the 

market you're in.  There's a lot of emerging markets out there still that are still using 

some pretty old services and technologies and so on. 
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I just want to make one other point though in terms of the positioning to have this 

ubiquitous kind of global fabric.  Ethernet is layered to begin with.  The Ethernet 

we're implementing with CE 2.0 it's layered.  It was defined in a technology-agnostic 

way so it's been uncoupled from the technology layer.  It's very open.  There are new 

interfaces that will be defined to enable more service automation and so on and so 

forth.  So the right stuff is happening.  It's just a question of timing. 

You know AT&T are stating they're going to migrate from TDM by 2020.  That has 

caused - a lot of the service providers that I talk to that are interconnecting with those 

guys, that's raising the sense of urgency to move to this more modern capability 

sooner rather than later. 

Jeremiah Caron 

Yes, it's interesting about that AT&T Domain 2.0 approach.  Which by the way is one 

of the most either audacious or ostentatious things I've seen since the old BT 21CN 

thing which is this public process of selecting vendors.   

But what's interesting about that is there's so many different standards [inaudible].  

And one of the earlier sessions mentioned it and I had a slide that I didn't use that I 

was going to include too.  It's like all these different entities are trying to influence 

how SDN works or how NFV works or how cloud works both within the operator.  

Lots of standard bodies and it's quite confusing.   

But what really focuses the mind is when an operator the size of AT&T says this is 

what we're going to do and this is what we expect you to do in response.  So it's very 

interesting to watch. 

Next I'm going to turn to Dr. Zhang with Wedge Networks.  So one of the points that 

was crystal clear in both our research and other research we've seen today is security 

is one of the things that enterprises or businesses of all kinds really want nailed down 

before they're going to move a greater percentage of their IT to cloud.  That's got to 

happen.   

So why do you think that telcos are ideally - are ideal security service providers?  And 

why have they perhaps not been as successful so far as perhaps they should be in that 

area? 

Hongwen Zhang 

I think that really if we go back to the fundamentals, IT security I think one of the 

keynote speakers this morning said that the one thing we know for sure is that IT 

spending is growing really quick.  Another thing we know for sure is that [breach] 

cost is even higher.  So the reason for that is the universal adoption of connection 

technologies and Internet technologies with many, many devices now.  And we are 

talking about several billions of mobile devices and trillion of the Internet connected 

things and those things have no ability to defend themselves.  Plus 220 million global 

SME customers who are currently not being defended at all.   
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So who is in the best position to provide security for them?  And if I may just use an 

analogy here and so when we in old days when we actually tried to drink the water 

from the tap system, tap water, you had to boil it, otherwise you'd get infected.  

Nowadays, if you open up the tap you can drink the water.  Who is there to provide a 

clean Internet [compound] that is not contaminated with security risk?  It's the service 

providers, the guys who provide pipes for the end users.  And hence they are in a very 

good position to deliver service knowing fully well that the security breach is mainly 

coming from networking.   

Now the second point is why they haven't done that before.  And it really, remember 

Said mentioned that the [ways] of - the service providers takes long time to provision 

something.  And in particular security services are very time sensitive.  So there are 

outbreaks comes in and there are security events happening and the traditional way of 

managing networking functions takes too long to adjust to a security posture.  And 

that's why the next wave of security innovations is actually empowering service 

providers for the revenue generating part is this agility that's offered with SDN and 

NFV that allow them to quickly roll out new security services handling the new 

security outbreaks.  

Jeremiah Caron 

Right okay.  Yes, it's interesting in some of the studies that we've done the first 

question, if you ask about barriers why aren't you deploying a greater percentage of 

your IT with cloud services, security becomes one of the biggest issues; we're worried 

about that.  But then if you ask - but conversely they tend to see security as kind of the 

ideal cloud service if you will for a lot of the reasons that you said because it has that 

overarching view and it's a good place to have your security put, if you will.  So good 

opportunity.   

Alright I'm going to move to Jeff, Jeff down at the end there with Spirent, also the 

CloudEthernet Forum.  So you saw the numbers and it's about what people think 

about telcos when they think of cloud.  Why do you think that the carriers matter and 

will matter more in the future?  And then I have a follow-up question if you address 

that one first. 

Jeff Schmitz 

So I'd like to say let's not count the carriers out.  So for those people who raised your 

hand earlier - 

Jeremiah Caron 

I think there was about two of them. 

Jeff Schmitz 

Yes.  You know I have room for you at my table tonight. 

I wouldn't count them out and the reason I wouldn't count them out is because and I 

think Said hit on some of these.  One is they have some very strong enterprise 
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relationships.  They sell not just services, but a lot of equipment to the enterprise 

customers.  So they have longstanding relationships.  And we haven't talked about 

that yet, but you can't discount those longstanding relationships.   

Secondly we can talk about the cloud and all the excitement of open flow and open 

stack and open contrail and all that good stuff, but nothing works if the network 

doesn't work.  And the experts in building highly secure reliable networks ultimately 

are the carriers.  And that is their ultimate weapon.  And I think they know that with 

consistent outages you see at AWS and such, that's a weak point.   

And as more critical applications for those enterprises migrate on to the cloud they're 

going to look for their trusted partners who have reliable secure networks to place 

those on where they can feel comfortable as they transition those applications.  So I 

think that's the reason why I wouldn't count them out.   

Now are they moving as swiftly as some of the smaller nimble guys?  Probably not.  

But I think that they'll get there and they have the infrastructure to do that and be 

successful.  

Jeremiah Caron 

Slow and steady wins the race right?   

Jeff Schmitz 

Yes, the first one out of the gate takes the ultimate prize.  

Jeremiah Caron 

And if you're talking about mission-critical application or a greater percentage of IT 

moving from larger enterprises that probably is true right?  They're not - you are no 

longer just talking about dev and testing things out in Amazon.  We're talking about 

real applications and it has a different requirement right?   

Jeff Schmitz 

Absolutely.  If you have a non-critical application and you're going to run it over the 

Internet from a networking perspective hey, who cares?  But if it's my mission-critical 

application the number one issue over and above maybe security and availability is 

latency.  And Said mentioned a number of these parameters.   

Latency is critical.  And if I only have eight or so sites around the world I'm going to 

have a certain amount of latency that just exists in the network as opposed to having 

critical infrastructure in every major city on the planet.  And if you combine that with 

kind of the robust Carrier Ethernet ability to connect worldwide that's quite an asset 

that cloud could leverage on.   

And quite honestly it's in my role as the Chairman of the CEF that's one of the 

connections we see for collaboration.  How do the cloud providers help the enterprise 

customers leverage that network for those critical applications?  And how do we 
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create the standards around which we can make it all work together and leverage the 

strengths of the cloud providers and the network providers?   

Jeremiah Caron 

Okay.  Actually in a minute I'm going to actually continue that thread with Said about 

the connectivity and multi supplier cloud environments and the opportunity.  But 

before I do that I want to, being from Spirent, putting on your other hat, I know you 

want to talk just briefly about the role of testing in all of this because there is a role 

right?  

Jeff Schmitz 

Yes and I want to be conscious of time because one, we're late.   

From a testing perspective I think the way that people are going to differentiate their 

services and their cloud services is going to be on those parameters that Said brought 

up earlier, reliability, availability etc.  And any time there's been a big network change 

when it was hey, I used to have my T1 private line back in the day and I moved to 

frame relay, what did I want?  I wanted an SLA.  I wanted to feel comfortable that my 

network was going to operate in the way they told me it was going to operate or I 

wanted my money back.   

And in the same way moving the cloud and putting your cloud services, your cloud 

applications out over the network, you are going to want to have SLAs.  Nobody 

knows those better than the service providers, but they're going to need tools.  If they 

want to find a way to monetise the fact that they have this network and they can 

deliver very low latency, high availability, high security, they're going to need tools of 

confirming that that's the case in the lab and that needs to transcend into the live 

network.  And as a result I think there's going to be tremendous opportunities to add 

testing and service assurance solutions into the overall value prop.   

Jeremiah Caron 

Sure, absolutely.  Okay.  Alright, thanks.   

So Said, back to the question of connectivity, that is the crown jewel that they have.  

So two questions actually.  One is how does cloud behave potentially as a driver for 

sort of a richer business for their connectivity concerns?   

But the second is this issue of the importance of connectivity in all of this.  It 

shouldn't just be brushed over right because as we're going to be talking about a world 

of multiple clouds and bringing all that together and that too is an opportunity right?   

Said Ouissal 

Yes I think so.  I'll answer them both together in some ways.   

So I think first and foremost, if you remember 15 years ago the Internet started.  And 

the Internet did not start with telcos.  It was service providers.  There were universities, 
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research networks.  The Internet now is powered by the telcos.  Effectively we are all 

accessing the Internet through a telco, anybody here.   

So we went from dial up that they ran it over the network as an overlay to something 

that's completely integrated in the network.  And I think cloud will do the exact same 

thing.  And I think it will happen and it will happen at a certain speed.  So I think 

that's one.   

I think the other thing is cloud is not - nobody buys cloud.  It's not like a skill called 

cloud.  You basically buy applications.  Enterprises buy applications where cloud 

changes the delivery model of the application and the economic model of the 

application.   

So I think service providers, one element of course for them is to worry about the 

enterprise customer and how to sell connectivity.  But I also think it will come down 

to partnerships and other type of engagements with the application companies.   

Now connectivity is important.  I'll give you a very simple application that is actually 

very hot with large banks and others.  It's called virtual desktops.  So a lot of 

companies are saying instead of giving everybody their own computer we're going to 

just give you a screen and give you [inaudible] client and we're basically going to 

virtualise this and get scale in a datacentre.   

Now that application is very latency sensitive.  So if you would run that on an 

Amazon-based cloud you click on something and you would have to wait 100, 200 

milliseconds before your click actually is received on the server.  So that's an 

application where connectivity comes very close and very important where you could 

say this can only be done if you're local to that user that is trying to use that VDI 

service, Virtual Desktop Infrastructure service.  So that I think is an example of where 

connectivity becomes really, really important.   

Now lastly and this is a little bit more from a Juniper perspective, we have a lot of 

customers that use our equipment to deliver enterprise services, VPNs, Layer 2 to 

Layer 3.  The conversations we're having with them with cloud is okay, I have this 

VPN site, how do I connect that with virtualised resources in a datacentre?  And so 

the WAN and the datacentre, how the two connect and interact and how do they 

create a common control and a common layer across those two is very important.   

So we're going with NPLS all the way into the datacentre with some of these 

customers and the ability for VMs to join VPNs, like users log into network, similarly 

VMs log into a VPN or become part of a VPN as a spin-off.   

So those are all the common - that's why I think a service provider that sells to 

enterprises can actually talk about how they can do that seamless integration between 

the WAN services they're offering, the connectivity and the actual virtualised 

resources. 
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Jeremiah Caron 

So I have another question or another thread that maybe for all of you or whoever 

wants to answer.  But first I want to check to see if there are any questions from out 

here for the panel members on this issue.  Any yet?   

Sean Hackett 

Sean Hackett from 451 Research.  So just a comment and then I'd like to see your 

reaction to it.  It's obvious that the telcos are struggling, I think that they will continue 

to struggle.  You know and I think this debate about or discussion about how 

important the network is kind of confuses the point.  I mean we all know it's important 

and there would be no cloud without the network.  But that's really irrelevant to the 

competitiveness of telcos because the network has been decoupled right?   

As HP or IBM or some of the bigger systems integrators who have quite frankly better 

relationships with the enterprise can just leverage the investments of the carriers to 

provide a very similar service.  Now whether that's true or not, at the end of the day 

the carriers have failed miserably to be able to communicate to the market that they 

have a better width solution.  In other words because I own the network I have a better 

solution than someone who doesn't own the network.  So I think that's a failure on the 

telcos' part.   

And the other point, the one you had about - that I think it was Jeff about the 

enterprise relationships, they have them but they're the wrong ones.  They don't have 

much influence over the C-Suite, CIO, the folks that are making the big strategic 

decisions around solutions and not network.  I'd just like to get your opinions and 

reaction to that.  

Jeremiah Caron 

Who wants to?  Any comments at all.  

Hongwen Zhang 

I can probably take the first one.  So I think that really, the challenge really comes in 

the root of the reason is that they are selling commodity services.  And that has two 

aspects.  One is that in the telco world there's an ever increasing chance that people 

are just leaving from one service provider to another service provider.  The other, the 

cutthroat pricing are reducing ARPU.   

And that's why the only way for them to get out is offering new services.  I think part 

of the - to look at the perspective from the cloud operation point of view for the 

carriers and Internet service providers really is what can they do to offer new services 

that can change this equation.   

Jeff  Schmitz 

We can have a discussion about whose relationship is better.  It's pretty tough to 

probably nail that down.  But I do think ultimately it's hard to argue that they're not 

super successful at this moment.  So I won't argue with that.   
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I think the question is will they find a way to take what they have as advantages and 

find a way to differentiate on those.  And it's going to be up to them if they find a way 

to do that.  I don't have a perfect crystal ball.  I think they have an opportunity to do 

that and we'll have to see if they're able to use the advantages they have to 

differentiate.   

Jeremiah Caron 

I think what's interesting is that as you move up the stack you would expect the telco 

advantage to diminish and move more toward the pure IT type companies and their 

relationships.  As you move down though arguably you'd say gosh, it's a no brainer 

right?  But it isn't so far.  So that's the issue.  And that's why you see a lot of tie-ups.  

You see ATT and IBM.  You see - I mean there's a lot of tie-ups going on there which 

all makes sense.   

So one thing I want to talk about is we've been using the term cloud generically.  Of 

course there's multiple types of cloud.  There is the private cloud; there is the public 

cloud.  I think a lot of the issues we talk about apply to both.  Even in a virtual private 

cloud environment you still need the security, you still need the reliability, all these 

sorts of things, even though it's an instance that only you have access to.   

But this hybrid world which everyone thinks is the big next opportunity, both for 

technology suppliers as well as service providers as well as the enterprises is the idea 

of bursting and scaling and using public cloud services to enhance private cloud 

environments.   

I don't know who I want to start with, maybe Dr Zhang.  This is where everybody 

thinks the big opportunity is this hybrid environment.  What particular challenges will 

telcos have there or is that a particular opportunity for them as the market matures? 

Hongwen Zhang 

Well, first of all I think that is an opportunity that is attractive to the telcos.  And 

because we have traditionally been providing ability to provide very reliable 

infrastructure services so that for example that over-usage of particular computing 

services can be offloaded into a public cloud for processing purposes.   

Now the challenge for them is from the security vendors' point of view is that data 

privacy.  When there is a surge of, we are trying to offloading certain computing tasks 

to another node and what kind of security service level we can guarantee for the 

enterprise in order to attract their business.  And that's the challenge that we as an 

industry try to solve that problem.  

Jeremiah Caron 

Kevin, just a quick question in terms of the relationships in the Ethernet world.  Are 

the standards and adherence to the standards, will they be able to support this hybrid 

kind of multi-supplier environment?  Do you think that's in place or getting in place 

quickly enough?   
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Kevin Vachon 

I think my answer's probably the same as the first question.  That's the - certainly all 

the operators I talked to are moving in that direction.  It's the hybrid world.  Most 

believe that especially with security issues and so on and the need for deterministic 

connectivity that the private cloud capability will be very important. 

You know one thing that maybe gets lost here a little bit is that even if they weren't 

delivering cloud they actually have to build out this capability anyway just to deliver a 

converged - build a converged network to deal with the mobile traffic issues and all of 

the other types of traffics that are collapsing onto a single platform.  To be able to 

support the kind of services with lower OpEx and so on, they have to do this anyway.   

So in many ways what you're building for cloud is not dramatically different than 

what you're doing just to deliver mainstream services.  But it's a big topic and I'll 

make a shameless plug now.  Some of you are wearing the Gen 14 fleeces.  So we're 

actually building a whole conference around this topic where we'll be showcasing 

Ethernet's capability to deliver cloud services in November this year, both retail issues, 

wholesale issues and so on and so forth.  And the carriers will be featured quite 

prominently there, so we'll hear what they have to say.  And it is about 25% of the 

audience will be large Ethernet consumers from enterprises.  So it will be interesting 

to see just how they carve their message and take it out down in the next eight months 

from now.  

Jeremiah Caron 

Okay, with that commercial from our sponsor but appropriate, we're going to wrap it 

up.  If there are more questions that you guys had they're all around.  So go ahead and 

ask them at the breaks etc. or in your afternoon sessions at the round table.  So with 

that, thank you very much, gentlemen.  Much appreciated and thank you.   

 

 

[End] 


