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THE GREAT LOCKDOWN — THE FINANCIAL

IMPACT ON THE TELECOMS SECTOR

Historically, the performance of the telecoms sector has been closely correlated
with the performance of the wider economy, with reductions in GDP being
accompanied by corresponding falls in operator revenues as incomes are
squeezed. However, the nature of the current coronavirus crisis, and telecoms’
role in easing it, could mean a divergence from this trend. In particular, social
distancing measures appear to be driving a significant increase in the usage of
telecoms services. Even in the longer term, this might translate into a sustained
rise in the demand for telecoms services as more people become comfortable
with home working and other forms of remote interaction.

A DOWNTURN LIKE NO OTHER?

The share prices of telecoms operators® have, on average, broadly followed the stock market as a
whole (as measured by the STOXX Europe 600) during the coronavirus outbreak, taking a hit of just
under one fifth since the start of February — see the Figure below.

Figure 1 The impact of coronavirus on the share prices of telecoms operators in Europe
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The sharp fall reflects the expectation, based on previous recessions, that reductions in income will
sap demand for telecoms services. However, social distancing is increasing reliance on telecoms,
which could partially offset the impact of the expected economic slump. While operators will be affected
differently in the short run, according to, for example their customer mix, it is clear that telecoms

1 The STOXX Europe 600 Telecom index consists of Altice, BT Group, Cellnex Telecom, Deutsche Telekom, Elisa,
Freenet, lliad, KPN, Orange, Proximus, Sunrise Communications, Swisscom, Tele2, Telecom lItalia, Telefonica,
Telefonica Deutschland, Telenor, Telia and Vodafone Group.
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networks are seeing a surge in network traffic over the lockdown. A key question for the sector,
therefore, will be the extent to which a short term increase in demand for telecoms services can be
maintained in the longer run and indeed, whether any such surge in usage can be monetised. As we
set out in this paper, we believe there are reasons for at least some investors and telecoms operators
to be cautiously optimistic.

A SURGE IN NETWORK TRAFFIC — BUT WILL IT LAST?

There is plenty of evidence that stringent social distancing measures have led to a surge in overall
demand for telecoms services, especially on fixed networks. For example, Telecom lItalia CEO Luigi
Gubitosi has said there has been a 70% increase in internet traffic over its fixed network, partly thanks
to video streaming and gaming applications?. Similarly, Vodafone has reported an increase in fixed
broadband traffic of over 50% in Spain and Italy, alongside a 30% rise in mobile data traffic®. Indeed,
BEREC, the representative body for European telecoms regulators, confirms that “overall traffic on
fixed and on mobile networks has increased during the Covid-19 crisis™. However, in some cases
data usage on mobile networks is bucking this trend. For example, BT has recorded a 5% fall in mobile
data traffic®, explained by increased offload of mobile traffic to fixed networks due to people spending
more time at home.

https://telecoms.com/503106/spanish-operators-beg-customers-not-to-screw-the-network-up/
https://www.vodafone.com/covid19/news/update-on-vodafone-networks

https://berec.europa.eu/eng/document register/subject matter/berec/press_releases/9247-press-release-updated-
berec-report-on-the-status-of-internet-capacity-in-light-of-covid-19-crisis

https://newsroom.bt.com/the-facts-about-our-network-and-coronavirus/
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How telecoms is helping us stay connected

WFH

Probably the most important role of the telecoms sector during this crisis is in enabling
people to work from home (sorry, Call of Duty enthusiasts). Data from Telefonica show that
the traffic of remote-working tools, such as Skype and Webex, has already increased fourfold
since the outbreak of the crisis®. Similarly, evidence from the UK government showed that
during the first half of April, 49% of adults in employment worked from home at some point
during the previous week — this compares with only 12% last year’.

Ramping up virtual medical appointments

The potential benefits of remote healthcare are often cited in supporting the case for ultra-
fast broadband networks. Cleatly, performing even simple medical procedures remotely is
still some way off. But GPs and other healthcare professionals have significantly ramped up
the number of virtual appointments during the crisis®, reducing the numbers of sick and/or
the elderly attending doctors’ surgeries and hospitals.

Combating loneliness

Self-isolating, especially for those who live alone, is likely to be very tough and could harm
mental health. Telecoms has the potential to ease the loneliness. Even if people can see
friends and relatives only over video calls, it can help them feel more connected. For example,
Facebook is partnering with the NHS to roll out its video conferencing devices (“Facebook
Portal”) to some UK care homes®. There may also be a need for psychological support, such
as counselling services, to be provided remotely. Again, telecoms can help.

Being off school doesn’t mean no education

With so many pupils and students unable to attend school or university, telecoms is
supporting distance learning and teaching. In the UK, the Department for Education has
produced a list of online education resources'’. In addition to classes, some exams are being
taken remotely™?.

Still haven’t watched Game of Thrones?

The closure of pubs, restaurants, cinemas and theatres plus the cancellation of sporting and
other outside events is having a significant impact on how people spend their leisure time.
Telecoms networks are increasingly used to provide home entertainment via various
streaming services and social networks.

5 https://www.telefonica.com/en/web/press-office/-/operators-advise-a-rational-and-responsible-use-of-
telecommunication-networks-to-cope-with-traffic-increases

7 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/880989/2020-04-
23 COVID-19 Press Conference Slides 10 .pdf

8 For example, in the UK, BUPA is offering virtual appointments with GPs.

9 https://seekingalpha.com/news/3558826-facebook-set-to-install-portals-in-uk-care-homes-report

10 https://www.gov.uk/government/publications/coronavirus-covid-19-online-education-resources/coronavirus-covid-19-
list-of-online-education-resources-for-home-education#english

1 The following article discusses online lectures in higher education - https://www.ft.com/content/bae2a4b2-5fal-
1lea-b0ab-339c2307bcd4
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WHAT MIGHT THIS MEAN FOR TELECOMS OPERATORS?
In the short term...

While stringent social distancing measures are putting a significant strain on the economy as a whole,
it is not clear that this will translate into a material reduction in telecom operator revenues. Given the
central role of telecoms in softening the impact of social distancing on both businesses and
households, most consumers will want to keep their services where possible. This may make telecoms
revenues less sensitive to a fall in GDP than in other recessions.

But, more usage may not mean higher revenues...

At the same time, it is unlikely that the increase in overall usage across fixed and mobile networks will
translate into higher operator revenues, at least in the short term, given that, particularly in the EU:

= Most households will already be on ‘unlimited’ packages for fixed services'?.

= While mobile plans (in contrast to fixed) typically have a cap on data usage, subscribers have the
option of switching to their home WiFi network when they hit their limit rather than upgrading to a
more expensive package.

= QOperators in many countries have substantially increased customer allowances and fixed
broadband speeds temporarily in response to the virus.

= Telecoms operators will be under pressure to support subscribers who may be unable, in the short
term, to pay their bills*®,

...while the lockdown will put pressure on certain revenue streams

Strict travel curbs mean roaming has fallen sharply. For example, Vodafone New Zealand has reported
a staggering 99% drop in international roaming traffic'* And it is unlikely to be alone. This will impact
operators differently. In Europe, for instance, returns from roaming have declined sharply over the last
decade, since the introduction of the ‘roam like at home’ regulation, which treated roaming largely the
same as domestic traffic. However, even within Europe, operators in some countries are likely to be
more adversely affected than others, while outside Europe, those operators based in tourist hotspots
or business hubs are likely to suffer more markedly.

Mobile operators may not be alone in facing some declines in revenues, however. In particular, there
could also be some hit to revenues from business services if most people are working from home and
firms are under pressure to cut costs. While many companies will be locked into contracts, if nothing
else coronavirus may dampen operators’ hopes of selling more services, e.g. IT and IoT, especially to
SMEs, in the short term. Further, revenues will clearly suffer if businesses shut down entirely (either
temporarily or permanently).

Less switching could actually lead to a softening in competition in the short term, with this
having different impacts on operators

The crisis could lead to less switching between operators in the short term, partly because operators
in many countries have closed their bricks-and-mortar stores while supply chain disruptions have
delayed the launch of many new smartphones. Moreover, fewer network engineers and customer
support staff are available during the crisis. There may also be a general reluctance to switch providers
during lockdown, either for fear of temporarily losing service or simply because it is not a current
priority. Temporary increases in customer allowances introduced by several operators may also reduce
churn rates by obviating the need to seek out a new deal.

There is already some evidence, from ltaly, that switching has indeed plummeted as a result of the
crisis: number porting has fallen by around two-thirds. In China, device sales fell by around 30% over
the course of January and February. The impact of a reduction in switching will vary depending on
operators’ market position — lower churn rates are likely to hit more recent entrants that have been

12 An EU report from 2017 said: “Of the 37 European countries researched, we found only 11 that have fixed plans
with limited data allowances.” https://ec.europa.eu/competition/publications/reports/kd0217687enn.pdf

13 For example, in the US operators have agreed to a “Keep Americans Connected Pledge”, which will help ensure
that consumers are not disconnected when they cannot afford to pay their bill.
https://thehill.com/policy/technoloqy/487457-top-us-providers-pledge-to-help-maintain-internet-access-during-
coronavirus

1 https://alertify.eu/vodafone-new-zealand-international-roaming-plunges-99/
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expanding rapidly. On the other hand, established players that have been losing customers could
benefit in the short term. How customers may behave once lockdowns are lifted is less clear. On the
one hand, cash-strapped consumers and businesses may be more willing to switch in order to get a
better deal, as they will be looking to cut costs wherever possible, thus potentially benefitting those
providers who focus on offering low cost deals to consumers. In contrast, however, there may also be
a flight to higher quality services, with consumers being less willing to put up with intermittent services
or coverage gaps.

.... and in the longer term

Given the potential duration of the crisis and the expectation that society will need to adjust to a “new
normal”, a number of the effects outlined above may prevail for a considerable period of time. Beyond
this, the extent to which the crisis will impact on the telecoms sector in the medium to longer term,
once travel restrictions and social distancing measures have been eased, is unclear. Unlike in previous
recessions however, the overall impact on operator revenues will hinge on two countervailing factors:

= A negative effect from lower GDP. The ‘standard’ impact from the economic slowdown will
depend on the depth and length of the economic recession, and the extent to which unemployment
rises. The jury is still out on how severe the recession will be, but most commentators seem to be
expecting a sharp reduction in GDP in 2020 followed by a rebound in 2021. For example, the IMF
has forecast that GDP in advanced economies will fall by 6.1% in 2020 followed by a 4.5% rebound
in 2021. The conventional view is that demand for telecoms services over an economic cycle is
proportional to GDP — so under a normal recession a GDP reduction of -1% would reduce telecoms
sector revenues by -1%.

= A positive effect from greater reliance on telecoms services. It is possible that the pandemic
could foster a long term shift towards greater reliance on telecoms services, which could in turn
help offset the downwards pressure on operator revenues due to lower GDP. For example, it is
quite plausible that there will be a sustained increase in remote working, the use of streaming
services, remote healthcare, distance learning, video calls and so on. This is mainly likely to
increase demand for fixed broadband services, but could also have some positive impact on the
demand for mobile services, for instance as a result of consumers becoming more familiar with
using certain apps during the lockdown. For example, if one assumed that the demand for fixed
broadband usage increased by 10%-20% over the longer term as a result of households having
become more accustomed to using such services during the lockdown period (relative to the 50%
increase seen in many countries during the lockdown itself), and as a result 10%-20% of
subscribers on standard fixed broadband connections decided to upgrade to a superfast
broadband connection (above 30Mbps as defined by Ofcom), then this could result in a 0.5%-1%
uplift in total telecoms revenues. Telecoms networks are configured to deal with peaks in traffic,
which typically occur during the evening. As most of the increased usage would occur during off-
peak hours (assuming some element of “lockdown” working and leisure patterns are maintained
post-lockdown) and the coverage of broadband networks above 30Mbps is already high in many
markets (83% in the EU, for instance), operators may be able to meet this demand with minimal
additional investments. This means that the higher revenues should feed through into the bottom
line.

Given this, it could be reasonable to expect the sector to bounce back more quickly than has been the
case from previous economic downturns. Indeed, the recognised importance of telecoms to keeping
us all connected during the lockdown, as well as driving longer term changes in usage, may also
reignite debates about the role of the sector in today’s economy and policy measures that can promote
the uptake of high speed connectivity. This could represent a further opportunity to telecoms operators,
though with government finances also reeling from the impact of coronavirus, it is unclear to what
extent further government support may be available.
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