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n 2022, the worst year for equity markets since 2008,
| investors in the telco sector benefited from the sector’s
utility-like characteristics.
The median total shareholder return (TSR) for the S&P
Global 1200 was —17% for the year, but the median TSR for
telcos was —4%. (See Exhibit 1.) In fact, this was an encore
from the last time capital markets sputtered—in 2018,
when global telcos were down 3% compared to the overall
market’s decline of 8%.

As inflation, rising interest rates, and geopolitical risk roiled
financial markets, telco share prices reflected the steady
revenues generated by the essential services the sector
provides. Overall, telcos’ one-year TSR performance ranked
13th among the 33 industries tracked, moving the sector
up three notches in the five-year TSR ranking, from 29th
place to 26th. (See Exhibits 2 and 3.)

But possessing traits similar to those of a utility remains a
long-term handicap for telco operating companies. Risk-
averse business cultures impede the digital transformations
that many telcos still need to embrace if they are to com-
pete effectively. In addition, companies committed to deliver-
ing rich dividend payouts may have less financial flexibility
as they seek to finance 5G and fiber rollouts—which can
increase capex needs by 5% and 20%, respectively—and
other key initiatives. In short, the sector’s structural chal-
lenges remain to be dealt with, and company valuations
reflect the market’s view of these challenges.

In contrast, infrastructure companies were a bright spot in
the telco universe in recent years. The performance of
companies managing network assets—many of them spun
off from operators—boosted the five-year TSR for the telco
sector, despite a sharp reversal in one-year TSR momentum,
from a median of 32% in 2021 to a median of —27% in 2022.
Low interest rates had fueled past outperformance by en-
abling M&A and making infrastructure companies attractive
to income-seeking investors; higher rates were a bane.

Currently, infrastructure companies account for only 6 of
the 59 companies in our sample and only 10% of the telco
sector’s market value. Even in a climate of higher interest
rates, these numbers may continue to grow as more oper-
ating companies decide to spin off their physical networks
and free up capital for other initiatives. A few telcos have
gone further, separating into a network company (manag-
ing the network as a whole, rather than just the physical
assets) and a service company (handling products and
executing sales and customer care). Others are now weigh-
ing the pros and cons of carving out a network or service
company. These decisions indicate the tough choices that
confront companies in the sector.

BRIGHT SPOTS FOR TELCOS IN A DOWNTURN



Exhibit 1 - In 2022, a Down Year for Global Equities, Telcos Outperformed
the S&P Global 1200

MEDIAN TSR, BY YEAR (%)
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Sources: S&P Global Market Intelligence; annual reports; BCG analysis.

Exhibit 2 - Amid Recession Fears in 2022, Investors Valued Telcos for Their
Utility-like Stability

MEDIAN TSR FOR 33 INDUSTRIES, 2022
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Exhibit 3 - One Year of Relative Resilience Is Unlikely to Allay Investor’s
Long-Term Concerns About Telco Growth Prospects

MEDIAN FIVE-YEAR TSR FOR 33 INDUSTRIES, 2018-2022
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Sources: S&P Capital 1Q; Refinitiv Datastream; BCG ValueScience Center; BCG Value Creators database 2023.

Unpacking the Numbers

Thanks in large part to dividend payouts, telcos have achieved

a positive median annual TSR of 4.2% over the past five years.

This figure somewhat masks the underlying reality that the
telco sector as a whole experienced a net decline of about
$300 billion in market value during this period. Although 24
companies combined to gain $311 billion in market value, 35
companies combined to post a loss of about $610 billion. A
single operating company (T-Mobile US) was responsible for
more than a third of the positive contribution, and four infra-
structure companies generated another quarter of the gains.
Large incumbent operators were well represented on the
negative side of the ledger, although divestitures played a
significant role in these results.

After sorting the operating companies into three archetypes
(global providers, national players, and smaller providers),
we found that the global providers underperformed the
other two segments. Global providers had a five-year median
TSR of 2.7%, while national players delivered 4.2%, and
smaller providers returned 3.6%. (See Exhibit 4.) In some
instances, size may be a key factor: large companies can
be less nimble, and rapid growth can be harder to achieve
from a larger base. But given the geographic diversity in
our global list, it is important not to overlook the role of
local regulatory and competitive landscapes.

Telecommunications

One way to obtain a snapshot of the performance drivers
for the top companies in each archetype is by disaggregating
the factors contributing to each company’s TSR. (See
Exhibits 5, 6, 7, and 8.) For the median global telco in this
group, dividend yield and margin change were the only two
positive contributors to five-year TSR. Dividends were
important for the top national and smaller telcos, too, but
those archetypes also received contributions from sales
growth and multiple expansion.

As demonstrated by Bharti and T-Mobile US—the leaders
in the global and national categories, respectively—top
companies may rely on different performance drivers. For
Bharti, sales growth and margin improvement were critical;
for T-Mobile US, multiple expansion was the strongest
driver of TSR.






Exhibit 4 - Infrastructure Companies Suffered from Rising Interest Rates
in 2022 but Boosted the Median Five-Year Return for Telcos

Classification of archetypes Archetype 1: Archetype 2: Archetype3: ' Archetype 4:
. Global providers National Smaller providers Infrastructure
1. Global providers (n=13) players (n = 18) (n=22) companies (n = 6)

- Revenue over $10 billion
- Presence in more than
one country

(NTM EV/EBITDA)

: ‘ ‘ 1 3 12.8%
2. National players ! ! ! ;
- Revenue over $10 billion : ; ! ; 111'2%
- Presence in only one country i i i
3. Smaller providers 7.1% 7.5% 9.8% )
- Revenue less than $10 billion | 1 1 5.6% 1 Telco industry
4. Infrastructure companies ; median five-year
- Operate strictly as an 1 ! 4.2% 3.6% | TSR:4.2%
infrastructure business 2.7%
! ! : 0.0% :
1 | -1.3% 1 |
3 -2.8% 3 3 3 75th percentile
e A 1’”””””””””’3 ”””””””””” : ”””””””””” B IArchetypemedian
Median forward multiple 6.2x 6.7x 7.3% : T 25th percentile

Sources: S&P Capital 1Q; Refinitiv Datastream; BCG ValueScience Center; BCG Value Creators database 2023.

Exhibit 5 - Although Dividends Drove TSR for Global Providers Overall,
Top Performers Had Differentiated Drivers

CASH FLOW

TOP 5 GLOBAL PROVIDERS, BY FIVE-YEAR TSR PROFIT GROWTH  MULTIPLE CHANGE = CONTRIBUTION

Market value? Average = Sales + Margin + Multiple + Dividend + Share

Rank Company Location? ($billions) annual TSR (%) growth change change? yield change*
1 Bharti Airtel India 56 12 8 11 -1 3 -9
2 Emirates Telecom  UAE 54 10 0 1 4 5 0
3 Deutsche Telekom  Germany 99 9 9 -1 -2 4 -1
4 Telstra Australia 31 7 -4 -6 11 5 1
5 América M6vil Mexico 57 4 -3 16 -13 3 1
Group median 9 0 1 -1 4 0

Sources: S&P Capital 1Q; BCG ValueScience Center.

Note: TSR runs from December 31, 2017, through December 31, 2022. Fundamentals represent last twelve months as of December 31, 2017, and
December 31, 2022. Dividend contribution includes investment of dividends and special dividends, compounded daily. Components of TSR are mul-
tiplicative but are converted and shown here as additive, with remainders assigned to the margin change and multiple change fields. Only companies
with positive average annual TSR (%) are shown, with up to ten included for each archetype. pp = percentage points.

!Location of corporate headquarters.
2As of December 31, 2022.
3Change in EBITDA multiple.

4Change in the number of shares outstanding, not in the share price.



Exhibit 6 - Several Standouts Were Primarily Responsible for Driving
National Player Performance

CASH FLOW

TOP 5 NATIONAL PLAYERS, BY FIVE-YEAR TSR PROFIT GROWTH  MULTIPLE CHANGE CONTRIBUTION

Market value? Average = Sales + Margin + Multiple + Dividend + Share

Rank Company Location? ($billions) annual TSR (%) | growth change change? yield change*!
1 T-Mobile US us 174 17 15 -5 16 0 -9
2 KDDI Japan 66 1 . 2 1 2 4 2,
Nippon Telegraph ~

3 and Telephone Japan 98 11 : 1 5 2 4 3 :
4 Saudi Telecom Saudi Arabia 49 1 6 -6 6 5 0!
5 SK Telecom South Korea 8 7 0 -21 9 19 0!
Group median 11 2 =5 6 4 0

Sources: S&P Capital 1Q; BCG ValueScience Center.

Note: TSR runs from December 31, 2017, through December 31, 2022. Fundamentals represent last twelve months as of December 31, 2017, and
December 31, 2022. Dividend contribution includes investment of dividends and special dividends, compounded daily. Components of TSR are mul-
tiplicative but are converted and shown here as additive, with remainders assigned to the margin change and multiple change fields. Only companies
with positive average annual TSR (%) are shown, with up ten included for each archetype. NM = no measurement (value could not be calculated,
owing to insufficient or negative data); pp = percentage points.

1Location of corporate headquarters.
2As of December 31, 2022.
3Change in EBITDA multiple.

4Change in the number of shares outstanding, not in the share price.

Exhibit 7 - Smaller Providers Saw Success in Various Regulatory and
Competitive Environments

CASH FLOW

TOP 5 SMALLER PROVIDERS, BY FIVE-YEAR TSR PROFIT GROWTH  MULTIPLE CHANGE = CONTRIBUTION

Market value? Average = Sales + Margin + Multiple + Dividend + Share

Rank Company Location? ($billions) annual TSR (%) ! growth change change? yield change*!
1 Etihad Etisalat Saudi Arabia 7 19 6 NM NM 1 (I
2 Elisa Finland 8 13 3 0 6 4 2
3 Shaw Canada 14 1 2 4 0 5 0
4 Mobile e 8 1 10 -6 2 5 0
Telecommunications Kuwait ' '
Emirates Integrated _ _

> Telecommunications UAE 7 8 . 1 6 10 > 0 :
Group median 1 3 =3 4 5 0

Sources: S&P Capital IQ; BCG ValueScience Center.

Note: TSR runs from December 31, 2017, through December 31, 2022. Fundamentals represent last twelve months as of December 31, 2017, and
December 31, 2022. Dividend contribution includes investment of dividends and special dividends, compounded daily. Components of TSR are mul-
tiplicative but are converted and shown here as additive, with remainders assigned to the margin change and multiple change fields. Only companies
with positive average annual TSR (%) are shown, with up ten included for each archetype. NM = no measurement (value could not be calculated due
to insufficient or negative data); pp = percentage points.

1Location of corporate headquarters.
2As of December 31, 2022.
3Change in EBITDA multiple.

4Change in the number of shares outstanding, not in the share price.



Exhibit 8 - The 2022 Equity Market Downturn Had a Negative Effect on
Five-Year TSR for Even the Top Infrastructure Companies

TOP 5 INFRASTRUCTURE COMPANIES, BY FIVE-YEAR TSR
Market value?

Rank Company Location? ($billions) annual TSR (%) growth change change?® yield change*
1 Cellnex Telecom Spain 23 14 | 32 NM NM 6 -26 .
Infrastrutture N B
2 Wireless Italiane [ e 13 19 3 4 4 11
3 SBA us 30 12 8 22 -21 1 2
4 American Tower us 99 10 , 9 9 -8 2 -2
Hellenic
5 TelecomOrganization CGreece 7 10 -2 29 -24 5 2
Group median 11 I 9 16 -15 3 0

Sources: S&P Capital 1Q; BCG ValueScience Center.

Average

CASH FLOW

PROFIT GROWTH  MULTIPLE CHANGE CONTRIBUTION

= Sales + Margin + Multiple + Dividend + Share

Note: TSR runs from December 31, 2017, through December 31, 2022. Fundamentals represent last twelve months as of December 31, 2017, and
December 31, 2022. Dividend contribution includes investment of dividends and special dividends, compounded daily. Components of TSR are mul-
tiplicative but are converted and shown here as additive, with remainders assigned to the margin change and multiple change fields. Only companies
with positive average annual TSR (%) are shown, with up ten included for each archetype. NM = no measurement (value could not be calculated due

to insufficient or negative data); pp = percentage points.
1Location of corporate headquarters.

2As of December 31, 2022.

3Change in EBITDA multiple.

4Change in the number of shares outstanding, not in the share price.

As a group, infrastructure companies, our fourth archetype,
continue to stand well above operators, posting a median
five-year TSR of 11.2% despite their tumble in 2022. How-
ever, this figure is a big step down from the 24% TSR that
infrastructure companies delivered for the five years ending
in 2021. For a typical infrastructure company, sales growth
and margin improvement were the biggest contributors to
TSR. These two factors were strong enough to overcome a
large negative effect from multiple contraction in 2022.

Telco Value Standouts

The December 2022 BCG article “What Five Trends Mean
for Telcos” describes five strategic vectors that telcos can
follow to create value amid trends such as the push for
5G-enabled B2B applications, the potential rewards for
telcos of structural separation, and the impending emer-
gence of Web3. A look at some of the top telco value cre-
ators over the past five years reveals the results that some
companies have achieved by following these vectors.

BOSTON CONSULTING GROUP

Improve Transformative Enablers. Its strong value-
creation record marks T-Mobile US—which tops the na-
tional player list as well the complete set of companies in
our study—as a conspicuous and agile outlier among large
telcos. The company has achieved significant growth in a
competitive market, bolstered by its 2020 acquisition of
Sprint, its US leadership in 5G deployment, and its exten-
sion of its long-running “Un-carrier” marketing strategy to
new customer segments.

T-Mobile US acquired Sprint partly for its midband 5G
spectrum assets. After adding to them in a recent auction,
the company now expects to be able to reach a population
of 300 million with 5G service by the end of 2023. A report
from research firm Ookla found that T-Mobile US—
previously a laggard in network quality—topped its rivals
in speed and availability in the third quarter of 2022. The
Sprint deal has also broadened T-Mobile US’s customer
base, and the company now expects to surpass the $43
billion in synergies projected at the time of the all-stock,
$26 billion acquisition.


https://www.bcg.com/publications/2022/telco-trends
https://www.bcg.com/publications/2022/telco-trends




“Telco to Techco”—Growth Outside the Core. Bharti
Airtel, the top value creator among large global providers,
operates in India (its biggest market) and two other South
Asian countries, as well as in 14 African countries. In India’s
fast-growing but highly competitive market, Bharti has
achieved significant sales growth by enhancing the custom-
er experience and pursuing a “premiumization” strategy.

Digital tools play a key role for Bharti. Al and machine
learning (ML) help networks self-optimize and improve
service. Better management and integration of customer
data enable more precisely targeted campaigns and a
consistent customer experience across touch points. These
efforts support the premiumization push, encouraging
customers to migrate from feature phones to smart phones,
to switch from prepaid to postpaid plans, and to install
home fiber connections. The company offers high-value
customers Airtel Black packages, which bundle wireless
and fiber. So far, Bharti has outpaced its competitors in
improving average revenue per user (ARPU) in a country
where ARPUs have been comparatively low.

Bionic Core Business. Finland’s Elisa, which ranks second
on our smaller providers list, achieved its five-year average
annual TSR of 13% partly through its skill in acquiring and
integrating other local companies, first in telecommunica-
tions and more recently in international digital services.
Tech-focused acquisitions—along with a self-organizing
network that the company developed in-house—have
made Elisa a standout in delivering analytics at scale,
including to other telcos. Investments in automation and
ML support its culture of continuous improvement, both in
network management and in customer service. Offerings
outside the company’s core telco business include enter-
tainment services for consumers, cloud-based IT services
for corporate customers, and ML/Al software solutions for
the telecom and manufacturing industries.

BOSTON CONSULTING GROUP

The potential for telcos in B2B services and in the Internet
of Things (loT) is underlined by Saudi Arabia’s STC. In part
because of the performance of its subsidiary STC Solu-
tions, STC ranks fourth among national providers, with
sales growth and multiple expansion contributing to an
average annual TSR of 11%.

Next-Gen Operating Model. For Australia’s Telstra, the
fourth-ranked company in the global telecom archetype,
multiple expansion has been the most important contributor
to TSR over the past five years. In 2021, Telstra sold almost
50% of Amplitel, its mobile towers subsidiary, to a consortium
of institutional investors. Last October, the company an-
nounced further unbundling and restructuring plans, which
include (among other steps) moving its fixed-line infra-
structure, real estate assets, and related cash flows to a
separate unit. The simpler, less capital-intensive core busi-
ness going forward will include retail operations and the
technology and wireless spectrum that support them.

Tower divestitures have likewise played an important role
for infrastructure companies such as Spain’s Cellnex,
Europe’s biggest tower operator and the top value creator
on our infrastructure company list. Since its IPO back in
May 2015, Cellnex has taken advantage of ultralow interest
rates to assemble a portfolio of 130,000 towers across 12
countries. Sales rose from almost €800 million in 2017 to
€2.5 billion in 2021, and margins improved significantly as
well. In last year’s ranking, Cellnex topped all telco value
creators, thanks to its average annual TSR of 40% from
2017 to 2021.

In 2022, however, Cellnex put further acquisitions on hold
as a result of lack of visibility of transformational deals and
increased competition, and amid rising interest rates,
stubbornly high inflation, and falling investor enthusiasm
for debt-heavy tower companies. The company’s current
financial focus is on lowering its debt load and limiting
capex in order to reduce interest expenses and pursue an
investment-grade credit rating. Despite the turn in market
sentiment, Cellnex’s most recent five-year average annual
TSR of 14% ranks third among all the companies for the
period from 2018 to 2022.



5G Applications as a Network Leader. Companies that
have successfully pursued the fifth vector for value creation
remain hard to find. This will almost certainly change, but
5G remains in its early stages in most markets, so the
timing of its emergence as a key factor is uncertain. Even
so, the opportunities related to 5G are considerable—
especially in B2B applications such as industrial automa-
tion and logistics—and telcos are keen to reap some re-
wards from their investments in 5G. (See Exhibit 9.)

Same Movie, but with Some Tweaks to the
Script

The trends that telcos are navigating are deep and long
term. Still, given the magnitude of the changes in financial
markets last year, it makes sense to consider possible
ripple effects for telcos. Four such effects could pose espe-
cially significant challenges—and opportunities—for telcos
going forward.

Cross-Industry Partnerships. Following a recent round
of layoffs and cost-cutting, the internet giants are turning
their focus from growth to profitable growth. This shift
won’t lessen the hyperscalers’ interest in areas that telcos
also target—such as collaboration and IoT products—but
it may make some of them more inclined to consider
partnering. Scarcer capital may also hinder development

of the bandwidth-hungry metaverse. In line with broader
tech industry trends, year-on-year investments in the telco
sector fell in 2022, although we saw no instances of
companies specifically pulling back from metaverse
opportunities. The more important effect in this area may
be a possible tilt toward one or more of the control models
now gestating.

An M&A Slowdown. Higher interest rates and recession
fears have already slowed the M&A market. Tower compa-
nies such as Cellnex have felt the economic effects of these
forces, and operating companies must take them into
account when contemplating a whole or partial infrastruc-
ture sale as they migrate to a next-generation operating
model. The logic underlying carveout deals hasn’t changed:
they liberate capital for network build-outs and investment
in services innovation; and, if successful, they can help
telcos develop an investor base with a more balanced
focus on growth and income. Also unchanged is our view
that the right decision with regard to selling infrastructure
is highly company-specific, and that some telcos will do
better if they retain their infrastructure assets. For them it
will be important to identify a clear role for the assets in
evolving the company, such as using their strong cash
flows to invest in digitization or growth outside the core.

Exhibit 9 - 5G Can Create Much-Needed Growth Opportunities for
Operators, Especially in B2B Applications

Sensor networks
(e.g., smart buildings, agriculture)

Consumer
(e.g., wearables, Logistics and tracking
smart home appliances)
= @ Video surveillance

Fixed wireless access ~

Extreme mobile
broadband ((%))

(e.g., streaming,

conferencing, virtual offices,

augmented reality)

Connected vehicles

Industrial automation
(e.g., self-optimizing production,
inventory management)

@ Massive loT
Efficient and low-cost communications
with deep coverage

® Mission-critical loT
Ultralow latency and high reliability

® Extreme mobile broadband
Faster and more reliable user
experience

Fixed wireless access
Ultrafast, high-capacity
stationary broadband

Safety and health
(e.g., remote surgery, health

development monitoring)

Source: BCG analysis.


https://www.bcg.com/publications/2022/four-control-models-of-metaverse
https://www.bcg.com/publications/2022/four-control-models-of-metaverse

More Creative Deals Amid Lower Asset Values. A
slower M&A market doesn’t necessarily mean a halt. Mar-
ket conditions could lead some telcos to consider smaller,
tech-focused acquisitions. And although the multiple that
infrastructure assets are likely to fetch has changed signifi-
cantly, such acquisitions remain an important lever for
some telcos to pull as they forge their future. Moreover,
private equity investors continue to have record amounts
of capital to deploy, including a significant portion ear-
marked for telco and tech infrastructure deals. Creative
deals may still bring the two together.

Certain markets may also see telcos opt to separate net-
work companies from service companies—the more com-
plex carveouts that some players have pursued. This re-
mains an extremely high-stakes decision, however, and
telcos need to reach a clear understanding of whether it
makes sense in their strategic context. The jury is still out
on these deals: so far, we have not seen a telco undertake a
network/service separation and subsequently rank among
the top performers.

Digital Talent for Digital Transformations. One aspect
of the 2022 tech-market selloff could be a silver lining for
telcos: as the tech giants reduce their headcounts, telcos
may find it easier to recruit the digital talent they need for
future success.

BOSTON CONSULTING GROUP

The digital transformation agenda at most telcos remains
extensive. They need to digitize their core businesses,
upgrade their networks, optimize the customer experience,
and much more. They also need to seek growth outside the
core in future B2B and B2C ecosystems, in areas such as
logistics and gaming.

All of this will require an infusion of talent and a huge shift
in culture from risk-averse to test-and-learn/fail-fast. It’s a
transition that few industries have faced, now made more
difficult by possible headwinds from inflation, recession,
the urgent and complex task of reducing the carbon foot-
print of supply chains, and many other concerns.

But if not now, when? Companies that act boldly during
downturns often outperform their peers when the cycle
turns. Although the market reset hasn’t swept away telcos’
structural challenges, it may have created a few new levers
for dealing with them.
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