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Summary
The telecommunications sector is one of the most relevant sectors for the entire
economy and has a real daily impact on consumers' lives. This is seen in the market
size of the industry which was worth $1.6 billion by the end of 2020.
Telecommunications is responsible for connecting the world.
This sector historically is very stable since the services in the industry tend to
be demanded in fairly constant and growing quantities. Therefore, only variations in
the price of services and technology innovation, such as 5G, can cause imbalances in
this market. This therefore leads to many companies in the sector to heavily invest in
marketing and technological innovations as a way of trying to differentiate.
In this perspective, we aim to provide a coherent and balanced assessment of
this growing industry, which will increasingly play an important role in our world and
is already considered a basic necessity in the modern way of life.
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Environmental Analysis
Political Factors
Political
Taxes

Regulations

Duration of Impact

Long Term

Long Term

Type of change

Negative

Negative

The factor’s rate

Increasing

Increasing

Importance

Important

Critical

Regarding the political factors, the telecommunication industry is between one of the
most heavily taxed services industries. Although their types of taxes may be perceived as
sales tax, these taxes are much more regulated and extensive than regular taxes.
In the US, telecommunication taxes and fees, alongside federal, state, and local taxes
and fees can sum up to an average effective transaction tax rate of over 18%, which represents
at least twice the value of the average effective transaction rate for most general business
sales. Since the taxes’ values are so high, this will be a negative factor to the
telecommunication industry.
Another aspect that negatively affects the telecommunication industry is the
regulations. Nowadays, this industry includes telephone, communications, and internet
connections and since it is such a huge industry, it is affected by regulations. This is a critical
factor because these regulations jeopardize innovation in the communications industry,
which leads to a few complications as this is an industry that is constantly in change and
innovating. The strictness of the regulations continues to be a factor that negatively affects
the rentability of operators, since that the substitution or alteration of infrastructures to 5G
services are highly relevant in terms of capital expenditure however, it cannot affect the price
of the services.
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Economic Factors
Economic
Economic Growth

Telecommunication
Spending

Demand Overload

Long Term

Long Term

Medium Term

Positive

Positive

Negative

The factor’s rate

Increasing

Increasing

Increasing

Importance

Important

Critical

Important

Duration of Impact
Type of change

Regarding the economic factors, the need for remote work is increasing the demand
for networking infrastructures and connectivity. This increase in demand will lead to higher
revenue from the telecommunication industry, which will lead to a forecasted economic
growth for the next couple of years since that online connectivity is considered a basic need
in everyone’s life nowadays.
As it was mentioned before, the revenue in telecommunication is expected to increase
because of greater investment in this sector. Since nowadays almost everyone uses devices
to connect with other people, there is a general growth in the purchase of these services,
which will lead to an inevitable growth in this sector’s revenue. According to data collected
from Statista, global telecommunication services spending is expected to increase slightly
every year until 2024, however since that the telecommunication industry is very stable, there
will not be any notable changes. However, this situation could change due to the application
of new technologies such as AI and new features applicable to remote work and domestic
use, which will add value to the telecommunication industry and eventually increase
spending in this sector.
Although the increase in demand is a positive thing for the telecommunication
industry, the hefty demand could lead to some tension in the system and public opinion issues
if it is not accordingly to the expectations of the consumers. Excessive demand for
communications networks could affect the service’s quality, which creates strain as
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companies implement remote work in various sectors.

By not keeping up with the

expectations of great quality service, this industry could lose customers.

Social Factors
Social

Duration of Impact
Type of change
The factor’s rate
Importance

Demand for Digital
Services

Social-Distancing

Remote Work

Long Term

Medium Term

Medium Term

Positive

Positive

Positive

Increasing

Decreasing

Increasing

Critical

Important

Important

Regarding social factors, the demand for digital services is increasing more and more
each year. This need started as the pandemic stroke and ended up creating the need for
adaptation to this new situation. The use of internet services became an essential tool in
people’s lives.
Another aspect that contributed to the essentiality of telecommunications in this
period of pandemics is social distancing. Many people struggled with mental problems due
to the isolation from everyone and the only thing that could be done about it was to connect
virtually and this is when telecommunications played a very important role. By allowing
people to connect virtually with each other and simultaneously obeying the quarantine, this
industry became essential for society.
Besides the need for interaction for leisure, telecommunications played a relevant role
in the whole process of remote work. Companies had to adapt to this situation and since their
workers had to be home, they chose to put their employees working from home. However,
to implement this plan, it was necessary to acquire tools that would make this situation
possible, which means a greater investment from the companies in the telecommunications
industry.
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Technological Factors
Technological

Duration of Impact
Type of change
The factor’s rate
Importance

Demand for 5G Services

Dependence of AI-driven
technology

Long Term

Long Term

Positive

Positive

Increasing

Increasing

Critical

Important

There is a rising demand in IoT (Internet of things) that is expected to influence
positively the demand for 5G services since it improves performance and efficiency. The IoT
connections are expected to grow from 7 billion in 2017 to 25 billion by 2025, increasing at
a CAGR (compound annual growth rate) of 17% during the forecasted period. The IoT
expected growth will result in a proportional growth in 5G services total revenue. This market
is expected to grow from $69,39 billion in 2020 to $83,24 billion in 2021, at a CAGR of
20%. The global 5G services market revenue is expected to reach $188 billion by 2025, at a
CAGR of 23%.
5G services deliver higher levels of efficiency and performance that will be beneficial
for the customer experience with the companies’ services. The commercial use of the 5G
service is increasing speedily. The growth in the use of telecommunications is creating a
higher demand for 5G services due to its greater performance.
However, the high cost of 5G smartphones and related devices is expected to
negatively affect the growth of 5G services, since brands such as, Samsung and OnePlus pay
a lot more for a 5G chip than for a 4G one, which results in a high-cost production leading to
higher-priced smartphones and consequently a negative effect in the forecasted growth of
this service.
The dependence on AI-driven technology is also a very positive aspect of
telecommunications. There are endless applications of AI in the telecommunications
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industry. By using AI in mobile network infrastructure, it is possible to lower costs due to
the automatization of functions that usually would require human interaction and, to increase
the speed of new revenue-generating service offerings, which becomes more important
progressively in services like open radio access networks (Open RAN).
Another advantage of applying AI that would improve telecommunications’ industry
services is optimizing mobile power operations. Since that the regular maintenance of mobile
towers must be made by on-site inspectors to make sure that everything is functioning
perfectly, this advantage would improve productivity because it would take away the need
for this process. Instead, would be deployed AI-oriented video cameras on the mobile towers
that would have sensors that would notify the CSPs of any abnormal situation and even raise
the alarm in case of natural disaster or others. With the installation of IoT sensors, data could
be more efficiently analyzed and actioned than before.

Legal Factors
Legal
General Data Protection
Regulation

Cybersecurity

Long Term

Long Term

Positive

Positive

The factor’s rate

Increasing

Increasing

Importance

Important

Important

Duration of Impact
Type of change

The telecommunication industry allows us to communicate with each other virtually,
however, this comes with a few disadvantages. From casual conversations to business
discussions, internet providers, telephone companies, or even satellite companies, the
infrastructure behind this whole process makes our personal information and messages
feasible to the entire world, and although innovation is a very positive change in the world,
these tools that are accessible by this sector turn telecommunications into a very desirable
target for cyber-attacks.
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Due to this situation, the telecommunication industry has a set of measures regarding
cybersecurity to make the customers feel safer, increasing their trust and consequently,
continue using their services.
On another note, the General Data Protection Regulation secures the customer that
their data is being safely processed and it protects the customers’ right to their privacy. It is
an important step to reinforce individuals’ fundamental rights in the digital age and simplify
business by explaining rules for companies and public organizations in the digital single
market.
More specifically, the regulation sets out the rules related to the processing of
personal data. The application of this regulation has a positive impact on the
telecommunication industry since it reassures their customers that their data is being
managed properly and not inadequately or in a way that would harm them.

Environmental Factors
Environmental
Growing community awareness
Duration of Impact
Type of change

Medium term
Neutral

The factor’s rate

Increasing

Importance

Important

The current pandemic situation had mixed effects on the telecommunication industry.
On one hand, it had a positive influence on the increase of demand for telecommunications,
however, on the other hand, it can be considered to have negative impacts on the operational
side of the industry.
Regarding the demand for telecommunications, as was mentioned before, it is
possible to see an increase in the demand of this industry ever since the pandemic started.
Nowadays, telecommunications have become essential which creates a consequent increase
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in the need for this type of service. Altogether, this is a very positive factor since it increases
the telecommunications’ industry revenue due to the higher use of these services.
However, when the operational side of the industry is analyzed, it is possible to
conclude that this high demand ended up having negative effects on the industry. This
situation presented itself has a higher demand, creating strains in the efficiency of the
telecommunications services such as 5G delivery. The decrease in these services could
inevitably decrease revenues and affect Capex projections.

Industry Competitiveness
Porter’s 5 Forces
Buyers Force:
•

Moderate/High competitive force.

•

Customers always look for the best offers, getting the maximum value for the
product/service paying the lower cost. In addition, there is an increased choice of
telecom companies with similar products and services – there is some pressure on
companies´ profitability in the long run since companies must be attractive to win
some market slice.

•

This industry is characterized by long-term contracts that provide specialized goods
and services – usually, these contracts carry switching costs, which makes the buyers’
power more vulnerable.

Suppliers Force:
•

Low/Moderate competitive force.

•

Suppliers can have a significant impact on companies’ supply chain costs,
effectiveness, and efficiency.

•

There is an asymmetry in the primary flow of these businesses – it has a huge range
of national and international suppliers and manufacturers and a low selection of
companies that these suppliers could do business with. Therefore, these companies
have significant power to negotiate the raw materials at the best prices.
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Threats of New Entrants:
•

Weak competitive force.

•

It is a capital-intensive industry – there is a need for technical strength and resources
to sustain the high fixed costs business.

•

Getting the license to operate within this business represents the biggest barrier of
this industry.

•

Existing companies in this industry carry aggressive policies against new entrants.

Threat of Substitutes:
•

Moderate/High competitive force.

•

The dependence of this industry in research followed by the technology progress is
the major warning of substitution. VoIP (Voice over Internet Protocol) applications,
such as Google Meetings, Zoom, Skype, among others, are the reflection of this techchanging environment.

•

The threat of substitutes is undermined by the poor performance-to-price ratio that
the companies within this industry produce.

Competitive Rivalry
•

High competitive force.

•

The Telecom industry has a very competitive environment: the high similarity of the
products offered by the companies makes it easier for the customers to consider a
given company at the expense of others – this negatively impacts the companies’
long-term profitability since they must make a huge effort to distinguish themselves
from the other competitors and vanquish the market.

•

Although there are several difficulties to enter in this market, the technology
development prompts a bundle of substitute goods and services.

•

In line with the high entry costs, the exit costs are also high, which discourages
existing firms of leaving this business.
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SWOT Analysis
Strengths

Weaknesses

S1: Constant dependency of telecoms

W1: Huge investments to ensure growth

S2: Stable demand

W2: Cyber security

S3: Increasing consumer base

Opportunities
O1: 5G
O2: Wireless & Cloud Services

Threats
T1: DDoS and Targeted attacks to core
infrastructure
T2: Customer’s trust

O3: Edge computing
O4: Developing countries &

T3: Semiconductor shortage

infrastructures
S1 & O1 & O2
Society has grown dependent on telecommunications, these being essential to make
the world run as we know it. This reliance is set to continuously increase, incrementally
switching from wired-based to advanced wireless networks. As more communications and
computing methods happen from mobile devices and the cloud, investments in 5G, wireless
and cloud services are crucial to ensure growth, but also represent new revenue opportunities.

W2 & T2
Cyber security incidents in the telecoms sectors are increasing, ranging from attacks
to individual users to financial institutions and to the core infrastructures of telecom
companies. Consequently, all flowing client data can and has been intercepted or exposed by
hackers, which makes a serious dent on client’s confidence. The entire sector must commit
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to better protect itself from these attacks as maintaining clients’ trust will be crucial in a data
sensitive world.

W1 & S3
The sector’s biggest challenge will be to keep up with the expanding consumer base
that, at the same time, demands increasingly higher speeds and reliability from ISP providers.
Significant capital is required to successfully meet these criteria that are key to ensure the
growth and sustainability of companies.

The Big Players
Vodafone
Description
Vodafone is a multinational telecommunications company founded in England. Its
global headquarters are in Newbury, Berkshire, England. It predominantly operates in Asia,
Africa, Europe, and Oceania. Vodafone is publicly listed and traded on the LSE and is a
constituent of the FTSE 100 Index.
The Company provides a range of mobile services, giving customers reliable calls,
texts, and access data. It operates mobile and fixed networks in approximately 21 countries
and has countless partnerships with mobile networks in over 49 countries.
Presently, Vodafone works with private and public sector customers, including
automotive, health, banking finance, manufacturing, retail, transportation, and utility.
It ranked 9th among the biggest telecommunication companies in the world, with a
market cap of $39,926B, and has a dividend yield of 10,66%. A solid company with a
promising future.
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Strategy
Vodafone's present strategy is to lay the foundations for future market opportunities
in Africa and Europe. They strive to converge the connectivity markets in Europe and mobile
data payments in Africa.
The company sees Africa as a very big market with lots of growth potential and
therefore decided to plan and study the continent for market opportunities. It has essentially
been developing 2 main strategies. Firstly, Vodafone wants a deeper connection with its
customers by offering additional products and services to deliver a more consistent
commercial performance and assure customer loyalty. Secondly, Vodafone wants to capture
significant opportunities with standardization, digitalization, and the sharing of processes to
deliver top industry service and a low-cost structure.
Financials
In terms of financials, Vodafone has not been doing so well. Revenues can't seem to
grow as much as they used to. The company seems to have reached a certain limit in terms
of revenues and therefore should consider expanding its business into different areas of the
globe, such as Africa. From 2019 to 2020, the revenues increased by 2.9% and then decreased
from 2020 to 2021 by 2.5%. These variations have been happening over the years. The
operating margins decreased between 2013 to 2018 (12.3% - 9.4%, but in 2018 to 2021
started to increase again (9.4% - 12.4%). The net income is also very unstable. Vodafone had
4 years with negative net income, 2016, 2017, 2019, and 2020, except for 2018 where the
company managed to have a positive net income.
Regarding profitability, the ROE is barely positive, 0,19% in 2021 and negative in
2020, -1.49%. The ROA looks very much like ROE, in 2021 was 0,07% and in 2020 -0,59%.
In terms of debt, the latter has been growing the last few years, going from 0,35 in
2021 to 1.06 in 2021, a somewhat alarming metric since the industry average is around 0.87.
The stock price (VOD) has only increased 16.10% since the market crash of March
2020. The price is currently at $14.86 and is at all the time lows since 2000 if we exclude the
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2020 market crash. Perhaps, if Vodafone can tap into the African market successfully,
investors will turn their eyes to this giant once more.

Verizon
Description
Verizon Communications Inc. is an American telecommunication company that was
founded in 1983 with its headquarters in New York, New York. The company is publicly
listed and traded on New York Stock Exchange (NYSE) as Verizon Communications Inc.
with the ticker symbol $VZ. Verizon Communications Inc. is a holding company, which
engages in the provision of communications, information, and entertainment products and
services to consumers, businesses, and governmental agencies.
This company is currently one of the global leaders in the provision of technology,
communications information, and entertainment products and services, worldwide.

Strategy
Verizon Communication Inc. operates on two business segments through the
Wireless Segment and Wireline segment. The first one, Verizon´s wireless segment, includes
wireless voice and data services and equipment sales. The second one, the wireline segment,
includes voice, data, and video communication products and services consisting of
broadband data and video services. It also offers corporate networking solutions, security,
managed network services, data center & cloud services, and local and long-distance voice
services. The company offers these products and services to consumers and businesses
worldwide.
Therefore, the company makes of its revenue from the sale of products, subscription
plans as voice, data, and video communication services (a notable portion of the revenue),
and advertising (the company charges brands to advertise on its website and devices).
Verizon is still in the race to build the 5G network, being the 3rd largest company to
serve the 5G network in the United States, just behind companies like T-Mobile and AT&T.
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Financials
In terms of financials, the company’s revenues have been on a steady annual increase.
Revenues went from $125.98B in 2016 to $128.30B by the end of 2020. An increase of
1.84%. The Profit Margin in the 3rd quarter was 19.91%, increasing over 39% from the 3rd
quarter of 2016, and is above the industry average of 15.00%, according to CSI Market.
In terms of profitability, the ROE and ROA in the 3rd quarter were 29.83% and 6.46%
respectively, decreasing around 57% on ROE, and increasing around 11% on ROA, from the
3rd quarter of 2016. Compared with the industry, Verizon’s ROE is above the industry with
an average ROE of 8.46%, and Verizon´s ROA is above the average of the industry with a
ROA of 2.41%, according to CSI Market.
In terms of liquidity, Verizon on short-term obligations appears to not have much
liquidity because its current ratio is below 1, fluctuating between 0.97 and 0.61 since 2016,
which goes to according the industry’s average. On the other hand, on a long-term view and
looking for debt-to-equity ratio the company shows a lot of debt with a debt-to-equity ratio
far above 1, fluctuating between 11.17 and 3.46 since 2016. This ratio indicates that Verizon
requires borrowed money to finance its assets, which is a common strategy of the major
companies of the telecommunications industry to make investments and technological
developments in communications services.
The stock price (VZ) has fallen around 6% since the 2020 March crash. The price is
currently at $50.06 (10/12/2021). This year's stock high was in March, with the price hitting
$58.15 and its low was already in December with the price hitting $50.06. Price is currently
in a downtrend, decreasing constantly for several days, however, with not much price action
on the daily chart causing slight oscillations.
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Conclusion
With increasing digitization, this sector has been growing in recent years and it is
expected that it will continue to grow in the future and that the sector's profit will increase as
they reach big break throughs.
Since this is a sector characterized by the need for constant innovation and by having
a positive cross demand-price elasticity, it leads them to look for substitute services, since
the services are, for the most part, indistinguishable.
The world population is increasing, followed by the growth of the economy, mainly
in the Asian continent. That said, it is expected that global demand could increase, especially
in these developing countries.
Thus, in developed countries, the covid-19 pandemic has shown that this sector has
growth potential, as all activities become increasingly digital and dependent on
telecommunications.
In this way, this is an industry that has a fundamental role in the economy of the 21st
century, that of connecting us, and that is why it has had solid growth in recent years and has
a growth perspective for the future.
Tomás Castro, Editor-in-Chief
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DISCLAIMER
This report was elaborated by Equity Research Analysts from the Research Division of ITIC
– ISCTE Trading & Investment Club. ISCTE Business School does not take responsibility
for the information expressed in this document. All data was collected by our analysts from
Bloomberg L.P. and Thomson Reuters databases and used to generate statistics and graphs
in excel software. These graphs are property of ITIC and should not be copied.
ITIC – ISCTE Trading & Investment Club is a Training & Research Association of Finance
& Investment, headquartered in ISCTE Business School, Lisbon. Copyright 2017 ITIC –
ISCTE Trading & Investment Club. All rights reserved. This report has been prepared and
issued by ITIC – ISCTE Trading & Investment Club for publication globally.
All information used in the publication of this report has been compiled from publicly
available sources that are believed to be reliable, however we do not guarantee the accuracy
or completeness of this report. Opinions contained in this report represent those of the equity
research division of ITIC – ISCTE Trading & Investment Club at the time of publication.
The securities described in Equity Research may not be eligible for sale in all jurisdictions
or to certain categories of investors.

No part of this material may be (i) copied, photocopied or duplicated in any form by
any means or (ii) redistributed without the prior written consent of ITIC – ISCTE
Trading & Investment Club.
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Our Team
ISCTE Trading & Investment Club (ITIC) is a non-profit student organization of ISCTE
Business School, who promotes training and research in Finance and Investment. The
club intends to train the best professionals in the industry and promote its analysts by
their commitment to producing useful and truthful information and analysis based on
excellence.

#FinancialKnowledge
More content in www.itic-iscte.com

Disclaimer: All content present in this newsletter has only an informative nature and should not be seen as financial advisory of any sort.
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