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omnipresent in Europe, also posted Group EBITDA up by 
9.3%, including +13% in Europe. This upturn in results 
comes during a phase where capital expenditure is dropping 
back to a more normal level. The Capex/revenue ratio, 
which has averaged a high of 17-18% over the past three 
years, should come down to a level of 14-15%. This will 
considerably multiply cash flow generation, reinforcing the 
sector’s capacity to pay an already high dividend. In the case 
of Vodafone, free cash flow should increase by over 25% 
this year, and will easily cover the payment of a 
dividend representing a yield of 6%.  

 Yet, the current improvement in telecom operators’ 
operating performances is not reflected in their valuations, 
which are at an historic low with an EV/EBITDA multiple 
lower than 6 times. The ratio is  low in absolute terms 
when  compared to  multiples reported by infrastructure 
sectors such as regulated utilities, valued at a multiple of 
over 10 times.  We believe current valuation levels fall far 
short of the sector’s true industry value, based on an 
analysis of  M&As  over the past 15 years and more 
suggesting an average multiple of 8x EBITDA.  As an 
example, Telefonica acquired UK operator O2 in 2005 at a 
multiple of 8.4x EBITDA, while British Telecom acquired 
EverythingEverywhere at 8.3x in 2014 and Telenet bought 
out Base in the Netherlands in 2015 at a multiple of 8.7x. 

This obvious undervaluation, coupled with the tangible 
upturn emerging in European telecom markets, is our 
rationale for retaining significant exposure to this sector in 
our portfolios. 

The telecoms sector: Historically low valuation 

Source: JPMorgan – Data December 2017
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Telecom sector: unwarranted underperformance 

Following the beginning of a revaluation in 2014 and 2015 
further to mergers between several operators in Europe, the 
telecom sectors reported the market’s worst sector 
performance in two years. Many undervalued sector stocks 
fell even further in value despite clear signs of an upturn in 
operating profits. 

Over recent quarters, a stabilisation or even a sharp upturn 
have been observed on many European telecoms markets: the 
German market held steady at -0.1% in the third quarter after 
falling for several years in a row. A similar effect was seen in 
countries where competition remains fierce, such as France 
(+0.9%), Italy (+2.1%) and Spain (+3.7%).  

This upturn has been fuelled, in part, by a decrease in 
regulatory pressure that constantly forced hefty price 
reductions through. The latest measure aimed at the sector 
involved the total abolition of roaming charges in 2017, 
which by then represented no more than 1% or 2% of 
operators’ revenue.  

It is, above all, the investment in deploying very high-speed 
broadband networks (4G and fibre) that has allowed 
operators to cash in on services offering higher added value. 
This is the case with the Nordic markets, which have been 
reporting steady growth over several years. The Spanish 
market offers another good example. Over 90% of the 
population is now covered by 4G networks and the country 
has one of the highest rates of penetration for fibre, covering 
65% of households. These investments have enabled the 
incumbent operator Telefonica to grow its average revenue 
per user from €70 in 2014 to the current level of €87 for 
subscribers to their top of the range “Fusion” service 
subscribed by over 75% of clients.   

Deploying these new-generation networks has also proved a 
source of big savings for the operators. According to 
Orange, the cost of maintaining a fibre network is just a 
quarter of what it costs to maintain a traditional network. 
Deutsche Telekom has quantified potential savings of €700 
million in 2020, equivalent to an additional around two points 
margins in Europe. 

These investments have materialized in an upturn in 
operators’ operating margins. In Spain, Orange posted 
EBITDA up by +15% in the first half. Vodafone, virtually 
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