FY2010 INDUSTRY ASSESSMENT

Telecommunications

Background on the Industry
The telecommunications sector consists of two broad industry subsectors:  equipment and services.  Although companies tend to fall into either one category or the other, the markets for both are closely interrelated.  Telecommunications refers to electronic systems used to send and receive information such as sound, visual images, or computer data over long distances through the use of electrical, radio, or light signals, using electronic devices to encode the information as signals and to decode the signals as information.  Telecommunications equipment includes network equipment, cellular base stations, repeaters, fiber optics, cordless and wireless phones, cable TV and broadcasting equipment, and communications satellites.  This industry encompasses cutting-edge technologies that can be used to deliver high-speed fixed and wireless broadband services to consumers and businesses, such as IP-based switches, advanced fiber optics, third-generation (3G) and other advanced wireless networks (e.g., WiMAX), digital television, and radio frequency identification (RFID).  Telecommunications services include basic voice and data services, as well as value-added services like high-speed Internet access and Voice over Internet Protocol (VoIP) service, which are provided globally.  These services include local exchange, cellular telephony, domestic long distance, and international voice and data services.  Companies offer these services using a variety of fixed and wireless technologies, ranging from copper wire and fiber optic cable to terrestrial radio systems and communications satellites.  The relevant 2007 NAICS codes are listed in the Appendix.

PART 1: INDUSTRY OVERVIEW AND GLOBAL COMPETITIVENESS

Major Drivers:

Broadband:  The global expansion of high-speed Internet access, or broadband, continued apace in 2009.  According to the International Telecommunication Union (ITU), Internet use exceeded 25 per 100 global inhabitants at the end of the year.  Of the billions of global Internet users, approximately 1.1 billion are broadband subscribers. The Organization for Economic Co-operation and Development (OECD) defines broadband as any number of network infrastructure technologies that enable Internet access speeds of 256 mega bits downloaded per second or greater.  The most common fixed-line broadband infrastructure technologies include Digital Subscriber Line technology (DSL), coaxial cable, optical fiber, and “other” technologies like satellite and Broadband over Powerlines (BPL).  Mobile devices, like Internet-enabled cellular phones, also provide access to broadband networks and are now the most popular Internet access technology for global consumers.

The broadband communications sector managed to sustain impressive worldwide growth during the global recession, thanks to the expansion of mobile broadband device and network penetration.  2009 also marked the first year that more people accessed the Internet via mobile phones than through fixed-line infrastructure.  The ITU also estimates 9.5 per 100 inhabitants in the world now have a mobile broadband subscription, compared to just 7.1 for fixed-line broadband.  Growth in mobile broadband penetration levels was highest in the Asia-Pacific region and amongst wealthier nations in North America and Europe.  This growth was driven mainly by the expansion of next generation wireless networks, the penetration of Internet-enabled mobile devices like smartphones, and the development of content and applications tailored to the mobile broadband environment and in high demand among consumers. While mobile technologies accounted for much of the growth in the broadband sector, fixed-line penetration rates still continued to rise in 2009.  Approximately 76 million fixed-line subscriptions were added, a 19 percent increase compared with the previous year, and the ITU estimates that there are now over 487 million fixed-line broadband subscribers globally.  Demand for high-bandwidth applications like High Definition video, video conferencing, and Voice over IP (VoIP) should continue to drive substantial deployment and adoption of high capacity fixed line infrastructure, particularly fiber optics.
High levels of public funding around the world were dedicated to the expansion of broadband infrastructure in 2009.  Broadband is increasingly being viewed as critical infrastructure.  Governments on every continent have developed programs to fund broadband build-outs and educate citizens on the value of high-speed Internet access.  The American Recovery and Reinvestment Act of 2009 (ARRA), signed into law on February 17, 2009, contains $7.2 billion in grants and tax credits aimed at promoting U.S. broadband deployment.  Meanwhile, the Federal Communications Commission (FCC) is in the midst of developing a National Broadband Plan that “shall seek to ensure that all people of the United States have access to broadband capability and shall establish benchmarks for meeting that goal.” Brazil, the United Kingdom, and Australia embarked on similar missions in 2009 as well.

The shift to services and applications that demand high bandwidth, all Internet Protocol (IP), and integrated network connectivity is the most prominent trend in the telecommunications industry.  Businesses, consumers, and even governments are increasingly reliant on IP networks to deliver IT services, applications, and data storage.  This trend, popularly known as “cloud computing,” places increased demands on the telecommunications industry to provide networks with greater capacity, efficiency, security, and interoperability.
  The move to mobility and the growing number of Internet-enabled devices now in the hands of consumers are also putting new strains on telecommunications networks.  The proportion of adult U.S. subscribers owning smartphones jumped to 17 percent last year, up from 11 percent in 2008 and 7 percent in 2007, according to new data from Forrester Research.
 With overall smartphone sales up approximately 24 percent in 2009,
 more and more consumers have access to the mobile Internet through devices that can run far more advanced applications compared to the previous generation of Internet-enabled phones.  The explosive growth in the market for wireless broadband handsets, or smartphones, in 2009 was enabled by the capacity of 3G mobile networks for delivering high-speed Internet, but demand for these devices and the applications they depend on exceeded expectations, providing the impetus for another round of network investment by telecommunications firms who hope to begin delivering even faster 4G services in the United States beginning in 2010.  In fact, wireless broadband has been pegged as one of the key future technologies that has the potential to push broadband services into rural unserved and underserved areas of the country, spurring innovation and ultimately, the economy.
Voice over Internet Protocol (VoIP):  VoIP technology utilizes all IP networks to make voice calls, often resulting in more affordable rates than traditional fixed line and mobile services.  While some new VoIP service providers have made gains in subscribers and market share (e.g., Vonage, Skype), others have tied their fortunes to partnerships with incumbent local exchange carriers and mobile service providers.  Indeed, there has been some significant consolidation among VoIP service providers, with smaller firms being bought by larger competitors.  The result has been that, rather than seeing a shake-up in the worldwide telecom market from an influx of new competitors, established carriers and cable companies have incorporated VoIP technology into their network expansion plans and triple play offerings.  On the equipment side, however, as certain segments of the telecom sector floundered due to the economic crisis, VoIP routers and customer premises equipment experienced double digit growth.  According to In-Stat, mobile VoIP offers dynamic new potential that promises numerous applications; the research firm predicts that by 2013, mobile VoIP applications will generate annual revenues of $32.2 billion, driven by over 278 million registered users worldwide.
  The IDC estimates that U.S. VoIP subscribers will reach 44 million by early 2010.  In other countries, there has been widespread opposition to VoIP, mainly from dominant fixed line providers in developing markets that often have some degree of government ownership.  Because VoIP offers a low-priced alternative to traditional voice services, incumbents fear a loss of revenues and pressure their governments for protection from and/or outright bans on VoIP.
Wireless:  The wireless communications sector has been the most vibrant segment of the telecommunications industry for the last two decades.  With more than 280 million subscribers at the end of 2009, wireless penetration in the United States now exceeds 90 percent.  The Cellular Telecommunications & Internet Association (CTIA) reports that U.S. wireless carriers invested $8.9 billion in their operational networks in the first half of 2009, down about 7 percent from the same period in 2008.  In early 2010, the Telecommunications Industry Association (TIA) estimated overall wireless equipment and infrastructure spending will total $23.3 billion in 2013, up from $17.3 billion in 2009, increasing at 7.7 percent compound annual rate.. The total wireless equipment market in the U.S. stood at $20 billion in 2008, but declined in 2009 due to the recession.  TIA projects the market to remain flat in 2010, but show positive growth in 2011 and 1012. 
 CTIA also reports that total wireless revenues for the twelve months ending in June 2008 reached $143.7 billion, up 8 percent from $132.9 billion in 2007.
  Although voice calls are still the primary driver of wireless profits and revenues, with data accounting for 20 percent of the total, future wireless growth is being fueled in large part by demand for non-voice applications. With the completion of the DTV transition in June 2009, the successful bidders in the FCC’s 2008 auction of 700 MHz spectrum are proceeding with deployment plans for advanced wireless services.
The ITU estimates that the number of global cellular subscribers exceeded 4.6 billion at the end of 2009, a 13.7 percent increase on the previous year, and IDC projects that global wireless revenue will rise from $700 billion in 2008 to $855 billion in 2012.  Worldwide mobile infrastructure revenue declined slightly in 2009 to $50.7 billion, but is expected to rebound slowly and steadily over the next several years as operators position themselves for next generation networks.  As a harbinger of how the industry is faring in the current economic climate, both IDC and ABI Research have both  reported that total mobile phone volumes increased 10-11 percent in the fourth quarter of 2009,  the first quarter of positive growth since the third quarter of 2008, signaling an end to the industry's recession.
  For 2009, mobile phone sales declined just under 2 percent to 1.2 billion, the first downturn in annual shipment volumes since 2001.  ABI Research forecasts that shipments of wireless devices will nearly double to 2.25 billion in 2014, as consumers upgrade their devices to take advantage of next generation services.  IDC expects worldwide wireless revenue to grow about 7 percent in 2009 before slipping to 5 percent in 2010.
  

Despite the attention being given to so-called 4G services, there is no consensus on the technology, and two separate technologies are moving forward in terms of standardization and commercialization – WiMAX (Worldwide Interoperability of Microwave Access), and LTE (Long Term Evolution).  The ITU has defined 4G as able to achieve speeds of 100 Gbps.  Although 3G Americas trade association reports that 130 operators in 52 countries worldwide have announced plans to deploy LTE networks, including Verizon Wireless in the United States, 3G wireless services are by no means on the decline, with more than 300 commercial networks worldwide and nearly 700 million subscribers in 2009 (not including WiMAX).  IDC confirms that spending on 3G networks is still continuing to gain momentum and believes that “the scope of LTE deployment…will remain relatively small over the next few years.” Although 4G experimentation and deployment have already begun in the EU, China, and Japan, service providers in India, Latin America and Africa at the same time are moving quickly to deploy their first 3G networks.  Despite the economic downturn, many 3G technology companies and operators in the more mature markets, such as Verizon and AT&T, are continuing to move forward with development of their preferred 4G iterations, upgrading their infrastructure in order to handle increasing data traffic on their networks.  ABI Research forecasts that by 2013, operators will spend over $8.6 billion on LTE base station infrastructure, while Heavy Reading reports that the worldwide market for LTE equipment should exceed $14 billion in 2015, and possibly $20 billion if market conditions improve.  The 700 MHz auction, as well as ARRA’s Broadband Technology Opportunities Program (BTOP), will provide impetus for wireless broadband services, including WiMAX and LTE.
WiMAX has now become a de facto standard for 4G.  With more than 500 global WiMAX deployments in 145 countries, there is already a well-developed, mature ecosystem.  Seventy percent of WiMAX deployments are small networks in emerging markets and in rural and underserved areas that lack broadband coverage.  In the U.S. market, Sprint Nextel is deploying WiMAX technology, along with its partner Clearwire.  Overseas, several Asian markets, including Taiwan, South Korea, and Japan, are in the process of building WiMAX systems, including large WiMAX deployments in India, Indonesia and Vietnam.  TIA estimated global WiMAX subscriptions increased from 2.7 million in 2008 to 9.4 million in 2009 and may reach 85 million by 2013.
  Nonetheless, analysts at Maravedis believe that mobile WiMAX has lost some momentum in favor of LTE, and that LTE will become the dominant 4G technology, at least among the larger mobile operators.  Both WiMAX and LTE will likely coexist for the next several years, although many analysts, including Pyramid Research, believe that LTE is likely to be “the most commonly deployed… despite the three-year time-to-market advantage and lower startup cost of WiMAX.”
  Pyramid Research reports that some WiMAX operators are open to migrating to LTE, but probably not before 2013.
 
RFID:  Another promising wireless technology that is anticipated to see tremendous growth is Radio Frequency Identification, or RFID, one of several sensor-based automatic identification technologies that use radio waves to automatically identify individual objects.  RFID is entering a phase of rapid commercialization. The value of the RFID market, estimated at $5.6 billion in 2009, is predicted to reach more than $26.5 billion in 2018 – an increase of 400 percent – according to market researcher IDTechEx.
  The number of RFID tags sold was estimated at 2.2 billion in 2008 and is forecast to reach 660 billion in 2018.  While RFID adoption is most evident in the United States, China and the European Union, its adoption is increasing worldwide.  According to IDTechEx, 109 countries are currently engaged in RFID projects.  Interoperability across various RFID systems, companies, and countries, subject to technical standards for tags and readers as well as spectrum allocation, is critical to achieving wide-scale deployment of RFID technology.  Another key issue impacting the acceptance of RFID is data privacy and whether or not personally identifiable information is adequately protected by existing privacy legislation.

Fiber Optics:  Despite the recession, worldwide fiber demand was up an estimated 13 percent in 2009.  The market for Passive Optical Network (PON) equipment is doing well, led by strong demand from the Asia-Pacific region, particularly China, Japan, South Korea and India.  The biggest increases are coming from China Telecom’s and China Unicom’s massive deployments.  Having deployed 60 million km of cable through September 2009, China’s continued deployments could boost annual worldwide growth to over 15 percent, according to CRU Group.  Infonetics Research forecasts the worldwide PON equipment market will top $2 billion in 2009 for the first time, and more than double by 2013, when it is predicted to reach approximately $4.2 billion.  Due to weak consumer spending, unemployment, and construction, the U.S. market for fiber has been weak and shows no signs of immediate recovery.  U. S. exports of optical fibers, fiber bundles and cables totaled $906 million in 2009, representing an 8 percent increase from 2008.  The leading export markets in 2009 were China ($176 million); Canada ($112 million); Mexico ($106 million); and Japan ($70 million).  In addition, demand for international capacity continues to be the fundamental engine driving submarine fiber optic cable system deployments in 2009, with the current boom in the Asia-Pacific region.  Africa also deployed a number of submarine systems in 2009.  Announcements of new optical projects are expected during 2010 as governments seek to build out national backbone networks to take advantage of these major international submarine cable deployments. 

Satellites:  The global satellite industry continues to exhibit growth and an evolving competitive position in the telecommunications industry.  Overall, satellite industry revenues totaled an estimated $144 billion at the end of 2008; a 19 percent increase over 2007 revenues.  Satellite services (58 percent of revenues), and sales of ground equipment (32 percent of revenues) were the main sources of revenue for the industry, with satellite manufacturing accounting for 7 percent of revenues.  Satellite exports of $249 million in 2009 were down 25 percent compared with 2008.  Satellite services, the largest segment, continued to exhibit strong growth.  Direct Broadcasting Services (DBS) represents the dominant share of the services market, bringing in almost $65 billion worth of revenue out of a total $84 billion for 2008.
  Fixed Satellite Services (FSS) are expected to experience significant growth over the next 5-10 years because of increased demand for transponder capacity as broadcasters shift to High Definition Television and Radio content.  Additionally, there continues to be robust demand from emerging markets for mobile broadcast, data, and telecommunications services.  Some consolidation will continue to take place in the industry.  Although there was a significant slowdown in M&A activity during 2009, there are signs that acquisitions and consolidations will pick up in the next year.  Despite the economic downturn, broadband service has shown resilient growth over the past year, and it is anticipated that the growth will continue as next-generation platforms offering faster connection speeds are deployed.  Also, Mobile Satellite Services (MSS) operators continue to formulate business models to increase their competitive position in the consumer mobile communications and data market.
Industry Profile:  In the equipment sector, the industry is characterized by several large multinationals, as well as a high concentration of Small and Medium-sized Enterprises (SMEs) SEQ CHAPTER \h \r 1.  Large U.S.-based multinational companies, such as Cisco Systems and Motorola, are world leaders in developing, manufacturing, and selling telecom equipment.   SEQ CHAPTER \h \r 1TIA, which represents nearly 100 percent of the U.S. telecommunications equipment industry as well as foreign manufacturers, considers 80 percent of its approximately 500 members to be SMEs.  U.S.-based production of telecommunications equipment fell 12.5 percent in 2009 to $39.3 billion, down from $45 billion in 2008 and down from a peak of $97.6 billion in 2000 (see Chart 1 in the Appendix).  With the industry contraction and consolidation over the last decade, the manufacturing labor force in the U.S. has declined 47 percent since its peak of 238,600 workers in 2000 to 126,900 workers as of December 2009 (a loss of 111,700 U.S. jobs).
  Capital to fund the transition to more advanced wireless and next generation networks has been very limited, particularly for SMEs, in this capital intensive industry.  Price Waterhouse Coopers estimates that venture capital investment in the telecom sector dropped sharply in 2009 to $559 million, down from $1.67 billion in 2008, and a peak of $15.8 billion in 2000.

According to TIA, U.S. telecom service revenues rose slightly in 2009 to $373.3 billion, up from $366.4 billion in 2008, with revenues expected to increase moderately in 2010, then grow to $434 billion in 2013.
  Employment in the telecommunications services sector was 965,900 in December 2009 with 47,790 establishments. This represents a 4 percent decline in industry employment compared to 1.0 million in 2008.  The telecom services sector is also highly concentrated, with the three largest U.S. firms accounting for more than 80 percent of U.S. industry revenues.  The large fixed line local exchange carriers remain the dominant players, but continue to be challenged by new entrants, especially cable television companies, some of which now offer voice services.  AT&T and Verizon are the number one and two telecommunications companies in the world in terms of revenue.  However, the U.S. marketplace is so large that hundreds of other firms, many of them SMEs, compete profitably in niche markets, such as business communications services, wireless Internet and resellers of telecommunications services.  There is likely to be further consolidation in the fixed line and data sectors since both local and long distance voice revenues are in decline and financially stronger service providers seek to expand their range of services.  The decline in traditional services is largely offset by rapid growth in broadband Internet access.  
Competitiveness:  Chinese manufacturers, in particular Huawei Technologies and ZTE, have emerged on the world stage as major competitors in the provision of telecommunications equipment.  While many companies have struggled to survive in a depressed market, Huawei reported another year of impressive growth in 2009, with revenues of $21.8 billion, up 19 percent from the previous year, and net profit of $2.7 billion.  ZTE’s 2009 revenues should exceed $8 billion, with sales overseas accounting for 40 percent of the total.  Huawei is now the world’s second largest maker of network equipment (surpassing Alcatel Lucent); ZTE is number six.  Huawei’s strategy to gain market share had been to offer low prices to telecom carriers, but there is now wide recognition of the quality of its products and its ability to innovate.  Huawei maintains a strong presence throughout Africa, the Middle East and the Newly Independent States, and has established a significant presence in Latin America, Asia, and other regions.  Both Huawei and ZTE enjoy favored positions in China, the world’s largest wireless communications market, where the government is backing a $58 billion 3G network expansion program to 2011.  

With the exception of Huawei, which is still growing, 2009 was a tough year for the major telecom infrastructure vendors. Telecom equipment vendors have clearly felt the effects of the global economic crisis, with Alcatel Lucent struggling to make a profit, and Nortel auctioning off many of its assets during 2009.  It remains unclear how many telecom manufacturers the global market will support going forward.  Although most U.S. telecom equipment companies maintain their principal software development and R&D operations in the United States, virtually all production of telecom equipment has shifted overseas.  Historically, U.S. equipment and services companies have been regarded as very competitive, however, the earlier market downturn from 2001 until mid-2004 had a significant long-term effect on the industry, with many firms either not surviving or undergoing major restructuring.  The U.S. market, which once constituted about half of the global market, now represents about one-fourth of global demand.  Although domestic production has declined 50 percent in the last five years, U.S. firms are still held in relatively high regard for their technological innovations that stem largely from the highly competitive U.S. market environment and continued domestic investment in R&D activities.  U.S. imports continue to be dominated by high-volume commodity products, particularly wireless handsets produced in Asia, as U.S. manufacturers cannot profitably compete with Chinese and Korean suppliers due to the far lower labor costs in those countries.  It is worthwhile noting, however, that these imports often have a high-level of U.S. content, given that companies such as Texas Instruments, Qualcomm, Intel, and Broadcom have extensive wireless technology portfolios and supply most of the chipsets to the world’s handset suppliers.
On the services side, telecommunications service providers have drastically curtailed their overseas investments and operations since the 1990s.  That being said, given the size and openness of the U.S. market, they remain very competitive in terms of the services they offer their customers domestically. U.S. telecom companies, while having access to foreign markets, are facing anti-competitive practices that are harder to tackle, such as discriminatory taxes, mandatory standards, high termination rates, and in other cases, foreign investment or capitalization requirements.  In the Western Hemisphere, for example, U.S. wireline and wireless service providers play a limited role in only a few markets.  Foreign ownership restrictions in Canada, Mexico, China and other markets are two major limiting factors, but fierce competition from local and European rivals, as well as various market access issues, have also restricted U.S. competitiveness. 

PART 2: DOMESTIC ENVIRONMENT

Regulation
Generally, traditional local telephone services are regulated, while value-added services are not (long distance and international markets are fully competitive).  Overall, the degree of regulation overseas has diminished as markets have become more competitive.  However, the regulatory landscape is evolving as a consequence of convergence, resulting in a disparity of regulatory environments, e.g. between wireline and Internet service providers, that continue to challenge the industry domestically.  We are entering a period where the laws and regulations governing wireless communications and broadband will be revisited to accommodate the innovation that is taking place. As our domestic laws and regulations continue to evolve, we will need to develop policies that will enhance the competitiveness of the U.S. telecommunications industry.  Key trade associations have identified their top policy priorities for 2009.  For instance, the top priority of the United States Telecom Association (USTelecom), which represents telecommunications service providers, as well as TIA and CTIA, are encouraging broadband investment and deployment.  USTelecom has also identified several tax issues, such as repeal of the regressive Federal excise tax on telecommunications, extension of the R&D Tax Credit, ending the federal estate tax, reducing high state and local taxes, and ending discriminatory telecom taxation,
 as well as preventing Internet regulation, all of which would facilitate broadband investment and deployment.
Domestic Business Environment (Non-Regulatory Policies)
Global Supply Lines/Outsourcing:  Because the market for customer-owned equipment is extremely price sensitive and the equipment is mass-produced, production of most telecommunications equipment has long since shifted from manufacturing facilities in the United States to lower cost manufacturing facilities in Asia.  Many U.S. and European manufacturers have established operations overseas, particularly in the growth markets in Asia, especially China.  This not only enables manufacturers to be closer to their customers, but also to be closer to the source of supply of many components and to take advantage of lower cost labor.  On the other hand, most leading foreign manufacturers of high technology telecom network equipment (such as Ericsson, Nokia Siemens, and now Huawei) have invested in the United States (“in-sourcing”) to produce telecom equipment because of the size and competitiveness of the U.S. market.  This investment helps ensure that the U.S. telecom market and the industry located in the United States will remain internationally competitive.  Domestic manufacturers continue to restructure their operations to remain viable and competitive in their core competencies and sell off less essential operations.  As mentioned earlier, most telecommunications firms continue to maintain their principal software and R&D development in the United States.
Financial Indicators:  Like most sectors of the U.S. economy, the financial health of the U.S. telecommunications industry mirrors the drastic declines in the broader market.  Few sectors of the industry have managed to generate positive earnings growth.  For example, there is a disparity between the equipment and services sectors.  The return-on-equity (-2.7 percent) and relatively high debt-to-equity ratio (0.73) for manufacturers indicate negative or declining growth in the equipment sector.  The service industry, on the other hand, is still making profits (12 percent return-on-equity), approaching the level of the broader S&P 500 in terms of 5 year sales growth and exceeding it in terms of net profit margin (see Table 1 in the Appendix).
Part 3: Trading environment 

Global Telecommunications Market: The global market for telecommunications equipment reached an estimated $850.5 billion in 2008, down nearly 8 percent from $922 billion in 2008.  TIA forecasts that equipment spending will expand to $1.18 trillion in 2013.
  Not surprisingly and reflective of the historical shift of equipment manufacturing to offshore locations, the telecom equipment trade deficit fell slightly to $51.2 billion in 2009, down from $53.6 billion in 2008 (see Chart 2 in the Appendix).  U.S. exports fell by 20 percent in 2009 to $15.4 billion, the first decrease in telecommunications equipment exports in five years.  Simultaneously, telecommunications equipment imports fell nearly 9 percent from $73.0 billion in 2008 to $66.6 billion in 2009.  China was again the single largest supplier of imports ($25.6 billion), followed by Mexico ($12.9 billion), Korea ($9.3 billion), Malaysia ($3.7 billion), and Taiwan ($3.7 billion).  Imports of cellular phones, which have been the single largest telecom import category for many years, reached $32.6 billion in 2009.  The largest export markets for U.S. products in 2009 were Mexico ($2.1 billion), Canada ($1.6 billion), the Netherlands ($1.0 billion), China ($0.8 billion), Japan ($0.8 billion), and the United Kingdom (0.7 billion).  By region, Latin America surpassed Asia and Europe with $4.6 billion, $4.0 billion and $3.4 billion in U.S. exports, respectively (see Chart 3 in the Appendix).  In order to be successful, telecom vendors need supportive governmental policies and regulations, and pro-competitive markets.  In the telecommunications industry, these supporting pillars have been put in place through promotion of privatization, liberalization, and standardization.  In both rich and poor nations, this has opened markets for service competition, lowered usage costs, and led to the development of new services and innovative and increasingly affordable technology.

The global market for telecommunications services in 2008 was estimated at $1.3 trillion, and is projected to reach nearly $1.7 trillion in 2012.
  U.S. telecom service revenues are estimated to represent about one-fifth of the world total.  The global telecommunications service sector proved relatively resilient to the economic downturn in 2009.  Most analysts believe revenues for global operators remained steady last year, mostly thanks to increasing deployment of telecommunications services in emerging markets.  China and India, for example, combined to add over 225 million net subscribers in the first half of 2009 alone, while the United States only accounts for 14 million.
  TIA reported in 2010 that the top 12 countries as a group accounted for 47 percent of total international telecommunications spending in 2009.
  The United States has historically run a “trade deficit” in telecom services, although telecommunications services “exports” are somewhat of a misnomer, essentially consisting of payments foreign telecom carriers make to U.S. carriers for telecommunications traffic sent to this country from abroad.  Due to the system of above-cost settlement rates that only began to decrease about 10 years ago, U.S. telecom carriers had always paid out large sums of money to developing countries (often exceeding the annual amount of U.S. foreign aid to that country), because far more traffic originated in the United States than in the developing country.  However the trade balance for telecommunications services first turned positive in 2006, and there was a net surplus of $1.97 billion in 2008.
Free trade agreements (FTAs) have sought to improve market access for telecommunications service providers and typically include separate chapters on telecommunications services.  In the FTAs to date, the U.S. Government has tabled text that seeks commitments pertaining to pro-competitive regulatory policies and international “best practices.”  The telecom chapters address technical issues such as interconnection and the co-location of carriers’ network equipment; establish guidelines for the non-discriminatory treatment of new entrants by incumbent suppliers that exercise market power; and set out guidelines for regulatory principles involving licensing, the allocation and use of spectrum, technology neutrality, and dispute resolution.

Obstacles Facing the Industry in Expanding Telecommunications Exports and Investment:  U.S. telecom exporters and overseas investors face a variety of obstacles in foreign markets.  Those impediments include the following: government-mandated and exclusionary standards; difficulties in obtaining product certification; cumbersome processes for obtaining licenses, often requiring payment of high fees; the absence of effective regulatory regimes, including regulators lacking resources and not sufficiently independent of government ministries or incumbent operators; lack of transparency or discriminatory policies covering interconnection, spectrum allocation, and pricing; restrictions on foreign investment; restrictions on the type of services firms may offer, protection of and favoritism toward state-owned carriers, or national champions; restrictions placed on licenses and the use of technologies; and requirements for the transfer of technology (e.g., royalties, IPR) that are adverse to U.S. interests.  It is worth noting that with the burgeoning demand for mobile broadband, spectrum allocation issues are becoming more acute.  Governments are challenged to better manage spectrum and make more of it available in this environment.  This has been one of the biggest issues for U.S. wireless service companies in the Western Hemisphere.

Many of these barriers may violate existing telecom trade agreements, such as foreign equipment testing and certification procedures; standards requirements; spectrum management issues; implementation of universal service funds; and complex tax structures.  Leading telecom trade associations, including TIA, Comptel, and the U.S. Council for International Business, have highlighted the above barriers, many of which, if substantiated, would violate existing telecom trade agreements and allegedly can be found in priority markets including Argentina, Brazil, China, India, Indonesia, Germany, the Republic of Korea, Mexico, and Thailand.  Many of these complaints have been raised and investigated as part of the annual Section 1377 review of telecommunications trade agreements, in which DOC plays an active role.
Specific Market Opportunities and Challenges

An overview of the market conditions for U.S. exporters in key regions and countries is provided in the Appendix.  A summary of key issues with illustrative examples follows below.
Technology Neutrality, Standards and Licensing:  Government interference in the marketplace has been a perpetual problem for the telecommunications industry.  Government policies that limit consumer choice by either “picking winners” to the detriment of other technologies or denying market opportunities to certain products, significantly constrain innovation and limit an economy’s ability to access goods and services that are necessary to compete and serve their customers.  These policies can be overt and intentional – such as technology mandates as a condition of licensing and/or standards-based or regulatory restrictions.  They can also be inadvertent – such as measures that promote the use of only certain products and services.  Both types of measures, though, can distort the marketplace and limit choice.  The U.S. Government supports an open, market-driven approach to standards development and spectrum allocation rather than mandating specific standards and precluding technology choices.  This market-driven approach establishes a competitive market environment for all vendors.  Neutral positions on technology standards enable U.S. interests to compete on a level playing field and give them an equal opportunity in the market.  U.S. vendors are highly supportive of this position.
Liberalization and Deregulation:  Most large foreign markets have liberalized their market access regulations, and developing countries continue to privatize their formerly wholly government-owned service suppliers.  Nevertheless, governments retain a strong influence in service markets within their borders through regulatory, spectrum, and licensing decisions, and U.S. firms often face significant barriers to entry or must operate at a competitive disadvantage to the national incumbent.
In Asia, U.S. companies face several challenges, including foreign investment restrictions and lack of technology neutrality, particularly for telecom standards.  Following its 2007 WTO accession, for example, Vietnam has agreed to a schedule for liberalization in the services sector and made a commitment to the pro-competitive principles of the Basic Telecommunications Reference Paper.  The passage of a new Telecom Law in November 2009, which will take effect in July 2010, is expected to bring Vietnam closer to consistency with its obligations, though some concerns remain.  In 2007, the United States and Vietnam launched the Information and Communication Technologies (ICT) Dialogue, covering telecom, IT, software, and electronic commerce issues.  Through the Dialogue, the United States will continue to engage with Vietnam on implementation of its new law.

China’s 2001 accession to the WTO committed the Chinese government to eliminate many of the preferential government policies that existed to foster the development and growth of China’s telecom manufacturing industry.  In October 2009, the Chinese government announced that it would require vendors to gain accreditation for their products before they could be included in a government procurement catalog of products that contain “indigenous innovation.”  If implemented, this requirement could discriminate against foreign companies seeking to sell their ICT products to Chinese government agencies.  There is also concern that such rules would force foreign companies to share technologies they have developed with Chinese competitors or government agencies.  Although China gradually opened its telecommunications services sector to foreign investment, no foreign company has applied for or received a basic telecom license to participate in the Chinese market.  This is due primarily to the unfavorable terms that govern foreign investment in China’s telecom services sector, such as high capitalization requirements on foreign partners, and foreign investor limits in joint ventures.  Also, in 2009, U.S. and Chinese government experts met on the margins of the APEC TEL Working Group meetings to discuss how to resolve obstacles to implementing the first phase of the APEC TEL MRA Agreement between our two economies.  The MRA would allow conformity assessment tests for Chinese requirements to be conducted in the United States and vice versa, reducing the time and cost of getting products to the market.

In Latin America, 2009 marked the first year of participation in the United States-Dominican Republic-Central America Free Trade Agreement (DR-CAFTA) with the ascension of the final member country, Costa Rica.  As part of its ascension requirements, Costa Rica completed a number of legal and regulatory reforms impacting the telecommunications sector, which is a critical component to DR-CAFTA.  In other parts of the Western Hemisphere, pending trade agreements with Colombia and Panama that include telecommunications provisions await Congressional approval.  Additionally, the U.S. Trade Representative, with support from Commerce, continues to work with and encourage nations throughout the region to adopt the Inter-American Telecommunications Committee of the Organization of American States Mutual Recognition Agreement for Conformity Assessment of Telecommunications Equipment, or CITEL MRA.  There has been some progress in talks with Mexico, Chile, and Brazil, but the United States and Canada are still the only participating countries.

Green ICT:   Another emerging trend for telecom equipment and service providers is a focus on the reduction of “carbon footprints” through greater energy efficiency of ICT equipment, control and monitoring of energy use in buildings and transportation, and use of telepresence and telework to reduce travel.  For example, industry trade associations predict that the implementation of “green ICT” solutions across a variety of industries could reduce global emissions by 15 percent over the next ten years.  As global awareness of climate change increases, U.S. companies will have opportunities to market these solutions domestically and worldwide.  At the same time, interoperability, privacy, and security issues for these technologies and services will need to be addressed bilaterally and multilaterally to ensure these opportunities.
Smart Grid:  An emerging technology segment that holds great opportunities for the telecommunications industry is Smart Grid.  Smart Grid technologies include digital metering devices that provide more accurate and dynamic measurements of electric output, distribution, and use, as well as a host of ICT equipment, software, services, and networks to support these devices.  Through the integration of ICT, electricity on the Smart Grid will be delivered more efficiently, monitored more precisely, and controlled at a more granular level and through automated processes as well as human interventions.  Global Smart Grid implementations are moving forward in every region, and U.S. ICT firms estimate hundreds of billions of dollars will be poured into the sector in the next five to ten years.  Because integrated telecommunications networks will be a crucial component to every Smart Grid implementation, opportunities will arise for the telecom industry along with challenges for regulators.
M2M:  Wireless devices and content are expected to explode over the coming decade, with predictions of 7 trillion devices connected to wireless networks by 2017.  This will present increasingly complex challenges for service providers trying to manage their networks.   According to Juniper Research, the number of Mobile Connected M2M and Embedded Devices will rise to almost 412 million globally by 2014.  The principal markets include: utility metering, mobile connected buildings, telematics, and retail and banking connections.  These areas will all show substantial growth in both device numbers and in the service revenues they represent, while healthcare monitoring applications will begin to reach the commercial rollout stage from 2012.  Many mobile service providers have begun investing in M2M due to saturation in their core businesses.  Scale is key, since the revenue generated for M2M and embedded devices is lower than for mobile services.  Regulatory initiatives in different geographical areas will be important to monitor, such as European directives on smart metering.  With the exception of certain consumer applications such as mobile gaming and eReaders, the use of 3G for M2M applications will be limited for the immediate future as M2M usually does not require high bandwidth.
Mobile Commerce:  With the advent of Internet-enabled smartphones, a new market segment of the digital economy has emerged: Mobile Commerce. The OECD defines mobile commerce, also known as “mobile e-commerce” or “m-commerce,” to mean “commercial transactions and communication activities conducted through wireless communications services and networks by means of short message services (“SMS”), multimedia messaging service (“MMS”), or the Internet, using small, handheld mobile devices.”  This has given rise to a variety of commercial products and services uniquely accessed through mobile phones, including the mobile application store. Through these “app stores,” online retailers offer downloadable applications specifically for mobile broadband users.  Besides Apple’s popular app store, a host of other ICT companies have opened online “storefronts” for the development and sale of applications and the global app store market likely exceeds 100 million users. Google, Verizon, and the start-up GetJar are among the many U.S.-based ICT companies with a global presence in the burgeoning app store market. Beyond the app-stores, a growing amount of digital content and services is becoming available to consumers through mobile devices.  E-Readers, GPS devices, Internet technologies installed in motor vehicles, mobile banking, person-to-person mobile payments systems, location-based mobile advertising – all of these goods and services are penetrating deeper into consumer markets through increased integration with mobile broadband technologies and decreased costs to consumers. The move to mobility and the growing number of Internet-enabled devices now in the hands of consumers are also putting new strains on telecommunications networks.  These evolutions of mobile infrastructure require policymakers and regulators to ensure there is adequate wireless spectrum available and that it is efficiently managed.
Appendix
2007 NAICS and ITA Codes for the Telecommunications Industry

	NAICS

Code
	Description
	ITA

Code

	334210
	Telephone apparatus manufacturing
	TEL

	334220
	Radio and television broadcasting and wireless communications equipment manufacturing
	TEL

	335921
	Fiber optic cable manufacturing
	TEL

	335929
	Other Communication and Energy Wire Manufacturing
	TEL

	517110
	Wired telecommunications carriers
	TES

	517210
	Wireless telecommunications carriers, except satellite
	TES

	517410
	Satellite telecommunications
	TES

	517911
	Telecommunications resellers (except satellite)
	TES

	517919
	All other telecommunications
	TES


TABLE 1: U.S. Telecommunications Equipment and Services Industry Key Ratios

	
	Telecom Equipment (Global)
	Telecom Services (Domestic)
	Telecom Services (Foreign)
	S&P 500

	Sales Growth (Qtr. vs. year ago Qtr.)
	-8.3%
	8.2%
	2.2%
	-4.9%

	Sales Growth (5 Yr. Average) 
	12.5%
	15.7%
	7.0%
	12.9%

	Net Income Growth (YTD vs. YTD)
	-19.9%
	-2.0%
	-3.3%
	-6.7%

	Net Profit Margin
	-0.3%
	11.0%
	7.8%
	7.0%

	Return on Equity
	-2.7%
	12.0%
	10.6%
	14.4%

	Debt/Equity
	0.73
	1.39
	1.53
	1.1

	Source:  MSN Money, January 2010
	
	
	


CHART 1: U.S. Shipments of Telecommunications Equipment
	Year
	$ billions

	1995
	46.3

	1996
	50.5

	1997
	66.9

	1998
	76.4

	1999
	83.5

	2000
	97.6

	2001
	83.6

	2002
	58.7

	2003
	49.0

	2004
	53.0

	2005
	50.3

	2006
	59.5

	2007
	50.3

	2008
	45.0

	2009
	39.3


CHART 2: U.S. Trade in Telecommunications Equipment ($ billions)
	Year
	Exports
	Imports
	Balance

	1997
	19.8
	11.9
	7.9

	1998
	18.9
	15.0
	3.9

	1999
	20.6
	21.7
	-1.1

	2000
	24.5
	34.4
	-9.9

	2001
	20.2
	29.6
	-9.4

	2002
	14.5
	28.3
	-13.8

	2003
	12.5
	29.6
	-17.1

	2004
	15.5
	36.8
	-21.3

	2005
	15.8
	43.8
	-28.0

	2006
	16.5
	47.0
	-30.5

	2007
	18.7
	69.2
	-50.5

	2008
	19.4
	72.5
	-53.1

	2009
	15.4
	66.6
	-51.2


CHART 3: U.S. Exports of Telecommunications Equipment by Region

($ billions)

	
	2005
	2006
	2007
	2008
	2009

	Latin America
	3.7
	4.7
	5.0
	5.6
	4.6

	Asia
	4.3
	4.0
	4.3
	4.7
	4.0

	Europe
	4.4
	4.3
	5.5
	5.1
	3.4

	Middle East
	0.7
	0.8
	0.9
	0.9
	1.0

	Africa
	0.3
	0.4
	0.3
	0.4
	0.2

	Russia
	0.5
	0.6
	0.1
	0.1
	0.04


ATTACHMENT
Regional Market Overview

Asia

Despite the trend of increasing U.S. telecom exports to Asia in recent years, the global recession took its toll and overall such exports decreased by 15 percent in 2009 compared to the previous year.   Similarly, imports from Asia declined for the second straight year, falling by 8 percent in 2009.  Imports from China fell 6.5 percent and exports to China decreased by 7 percent compared to 2008.  Other markets fared even worse: Singapore’s imports decreased by nearly 49 percent, Japan’s by 22 percent, and Malaysia and Thailand by 21 percent each.  The United States had a dramatic increase (187 percent) in exports to Indonesia, but this can be attributed to large gains in the satellite sector.  In terms of individual markets for telecom equipment and services, many opportunities can be found in Asia.  On the positive side, the region is characterized by high broadband and mobile phone penetration in many countries.  Challenges for U.S. companies in Asia include foreign investment restrictions, local content requirements, and lack of technology neutrality, particularly for telecom standards.  Below are specific descriptions of featured markets in Asia.

China:  China continues to be one of the world’s fastest growing telecommunications markets and operates the world’s largest wireless and fixed (wireline) telecommunications networks.  Service revenues for 2009 totaled $123 billion, up 4 percent from 2008, with wireless revenues contributing 60 percent of the total, while 28 percent was generated by fixed line operations and 12 percent from data communications. The number of new mobile phone subscribers in 2009 exceeded 106 million, bringing the total subscriber number to 747 million. Fixed line subscribers fell by nearly 27 million to 314 million at the 2009.  Internet subscribers are estimated at 400 million, including the world’s highest number of broadband users (estimated at 150 million).  Three 3G licenses were issued in December 2008 to the three large Chinese carriers, and about $21 billion was spent in 2009 building out those networks.  U.S. telecom companies have had some success in securing equipment orders for this network expansion.  In 2009, however, the United States imported $25.6 billion of telecommunications equipment from China and exported $817 million, for a bilateral trade deficit of nearly $25 billion.

Japan:  A mature market with telecom exports from the United States of $795 million in 2009 (second only to China in the region), Japan has become a dynamic and vibrant market for broadband and advanced wireless technologies.  According to the Japanese Government, broadband is available to 90 percent of the country.  DSL subscribers in Japan continue to migrate to Fiber to the Home (FTTH), which has download speeds of around 100 Mbps.  Over the past several years, the Japanese Government has made additional spectrum available for new market entrants.  This will allow several new mobile companies (including mobile virtual network operators or MVNOs) to offer services in Japan and represents a significant opportunity for U.S. equipment suppliers.  Furthermore, a Mutual Recognition Agreement (MRA) between the United States and Japan for conformity assessment of telecommunications equipment was signed in 2007 and is expected to become fully operational in 2010.  This is expected to reduce costs and speed up imports of U.S. products, particularly wireless technologies.

India:  India boasted the world’s highest growth rate of mobile subscribership in 2009.  Its telecom network now includes 525 million cellular subscribers and 37 million fixed line customers for a teledensity of 47 percent.  India’s Internet users are estimated at 225 million.  However, the number of broadband subscribers is quite low, less than 9 million customers, and the main challenges in the way of significant broadband growth over the next few years are the inadequacy of India’s declining fixed-line telecom infrastructure, lack of broadband cable infrastructure, and the low level of domestic PC penetration.  WiMAX will likely become the principal platform for delivering Internet connectivity in rural India.  India’s telecom services market in 2009 was estimated at $40 billion, while sales in the telecom equipment market were expected to reach $30 billion.  India’s telecom regulator, TRAI, has won plaudits for its hard work and progressive policy recommendations, but Ministry delays continue to hinder some of the needed telecom reforms, including the long-awaited auctioning of spectrum for 3G services.  With $352 million in U.S. telecom equipment exports to India in 2009 (vs. $284 million in imports), there is considerable potential for the expansion of trade in this key sector.

Vietnam:  With an economic growth rate of around 5 percent in 2009,
 despite the global recession, Vietnam’s telecommunications market continues to expand.  Telecom industry revenues increased 62 percent in 2009 to approximately $8 billion.  The popularity of mobile phones has caused the overall teledensity (both fixed and mobile) to rise to 126 phones per 100 people.  However, these statistics are misleading because half of all mobile phone subscriptions (currently 92 million out of 107.5 million subscribers) are estimated to be “virtual subscriptions” by prepaid phone customers who no longer use them.
  The Vietnamese Government is in the process of clarifying this situation by requiring all prepaid phone users to register, and allowing companies to cancel the lines that have not registered.  Growth in Internet usage has slowed but by the end of August 2009, Vietnam had 21.8 million users and 2.7 million broadband subscribers.  About two-thirds of broadband subscribers are in Hanoi and Ho Chi Minh City.
   The Vietnamese market is dominated by Vietnam Post and Telecommunications (VNPT), which has three subsidiaries for fixed-line services as well as two mobile carriers.  Five other State Owned Enterprises (SOEs) have launched mobile services and there is one MVNO.  There are also a number of privately owned telecom providers, including ISPs.  In terms of equipment trade between the United States and Vietnam, 2009 exports to Vietnam were 77 percent lower than the previous year (this can be attributed to the satellite sector, which accounted for $85 million of last year’s exports due to the Vinasat launch), while 2009 imports from Vietnam more than doubled to $222 million.

Western Hemisphere

Telecom trade between the U.S. and Western Hemisphere trading partners suffered in 2009, though sustained demand for mobile phone and Internet technologies in Latin America helped cut losses in the region. U.S. telecommunications equipment exports to Western Hemisphere nations were down 16.8 percent in 2009, but this is marginally better than 20 percentage point decline the domestic industry suffered in worldwide exports.  Imports of telecom equipment to the U.S. from Western Hemisphere nations fared even better in the year of the smartphone: down only 3.4 percent compared to an 8.8 percent drop worldwide.  Latin America as sub-region fared even better, and telecom exports to some nations, like Costa Rica and Panama, actually improved by 36 and 112 percentage points, respectively.

The continued expansion of the telecommunications sector in Latin America – driven largely by the rapid adoption of services like cellular voice, mobile broadband, and fixed broadband – remains one of the most promising developments in the region.  Mobile phone subscriptions grew an estimated 10 percent in 2009 in Latin America and total subscriptions in the region will likely exceed the milestone of 400 million early in 2010.  Meanwhile, broadband subscriptions grew by an estimated 32 percent in Latin America (compared to just 7 percent in North America) and South and Central America added over 35 million new Internet users in 2009 – over 8 times as many as the U.S., Canada, and Mexico combined. 
 U.S. wireline and wireless service providers play a limited role in only a few markets in the Western Hemisphere region. Foreign ownership restrictions in Canada, Mexico, and other markets are two major limiting factors, but fierce competition from local and European rivals, as well as various market access issues, have also restricted U.S. competitiveness. Still, there are opportunities for U.S. service providers in markets like Brazil, Peru, Colombia, and throughout the Caribbean. Reston, Virginia based NII Holdings’ Nextel subsidiaries have found success marketing niche wireless services to corporate customers in South America, and Redmond, Washington based Trilogy International Partners has gained significant consumer market share in Bolivia, Haiti, and the Dominican Republic. Both companies have made strides recently to better position themselves to expand their services and customer base as Latin America transitions to 3G services.  As many Latin American nations embark on their first 3G deployments in 2010, there will be additional opportunities for U.S. telecommunications firms in the region.
Canada:
Canada’s economy continued to suffer in 2009 thanks to its interrelationship with the crisis-stricken U.S. and depressed commodity prices. Telecommunications trade between the two nations was likewise depressed, though telecom equipment imports from our neighbor to the north were down significantly with 18 percent losses (compared to 11 percent worldwide).  This marked decline could be related to the loss of Canada’s flagship telecommunications equipment company Nortel in 2009.  On January 14, 2009, Nortel filed for bankruptcy protection in Canada, the U.K., and the U.S., and the liquidation of its business units was a major focus for the industry in 2009, with two U.S. companies, Ciena and Genband, so far obtaining pieces of the former telecom powerhouse.

With an affluent and well-educated population and over 25 million Internet users, Canada remains an important market for U.S. telecommunications companies, but growth in the critical mobile communications sector in Canada is constrained by relatively low demand and geographic challenges to infrastructure deployment. Providers in both the fixed line and mobile segments are challenged to deliver voice and data services to rural Canadians.  Mobile services have been particularly hampered by Canada’s geography and coverage extends to less than 70 percent of the country.  While Canada ranks tenth among OECD nations with approximately 30 percent of inhabitants connected to broadband, the Canadian Radio-television and Telecommunications Commission (CRTC) reports that 22 percent of rural residents lack access to broadband infrastructure.  In response, the Canadian government has pledged $225 million to support the expansion of broadband to rural residents through Industry Canada’s program “Broadband Canada: Connecting Rural Canadians.”
The U.S. telecom trade balance with Canada improved by $300 million in 2009.  While a weak U.S. dollar is likely responsible for most of these gains, the telecom sector saw slightly higher gains as Canada’s consumer sector proved relatively resilient during the recession.  Canada’s telecommunications markets are vibrant, but providers in both the fixed-line and mobile segments are challenged to deliver voice and data services to rural Canadians.
Brazil:
Telecommunications equipment trade between the U.S. and Brazil declined significantly in 2009, with exports to the South American nation down 24 percent and imports suffering a 35 percent decline.  As an export destination for telecom companies, Brazil’s market share among Western Hemisphere nations declined slightly from 12 percent in 2008 to 11 percent in 2009.  These declines are even more striking in light of the 34 percent gain Brazil’s currency saw against the U.S. dollar during the same period.  Brazil remains the third ranked importer of U.S. telecom goods in the region, but its lead over fourth ranked Venezuela was cut in half last year. 

The declines in telecom trade between the U.S. and Brazil are not rooted in depressed demand among Brazilian telecom consumers.  While overall ICT sector demand slipped moderately during the recession, Brazil outperformed most regional peers in terms of mobile and broadband subscriptions added in 2009, and Brazil added far more Internet users last year than any other country in the Western Hemisphere, including the U.S.
  National efforts to leverage and build on these gains will be accelerated in 2010 as the Government of Brazil moves forward with a national broadband plan aimed at increasing the number of broadband subscribers to 30 million in 2014 (from approximately 9.6 million in 2008).  Nonetheless, with the shift away from U.S. manufacturing of infrastructure and wireless handsets, our foreign competitors are reaping the benefits.  For example, Alcatel Lucent has been awarded major contracts with two of Brazil’s top four wireless operators, and Huawei has also been very successful in Brazil.  It is therefore not surprising that China is by far the largest source of Brazil’s telecom imports (43 percent), followed by South Korea (12 percent). 
Mexico:
Mexico sustained its position as the top Western Hemisphere trading partner for the U.S. telecom industry in 2009.  Our southern neighbor is the number one destination worldwide for U.S. telecom exports and remains second only to China in terms of imports.  The declines in telecom trade between the U.S. and Mexico in 2009 were also below the average declines suffered during the recession and, among Western Hemisphere export destinations, Mexico’s market share increased in 2009 to over 44 percent.  The sustained trade with Mexico in this sector is made all the more impressive when the massive impact the global recession has had on Mexico’s economy is taken into account – with its high dependence on petroleum exports and the impact of the H1N1 flu on the tourist industry, Mexico’s economy arguably suffered more than any other Western Hemisphere trading partner.

There are positive and negative signs in Mexico’s domestic telecommunications market as well.  Broadband subscriptions per hundred inhabitants nearly doubled between June 2008 and June 2009,
 but only 25 percent of Mexico’s population uses the Internet.
  The wireless market remains extremely competitive and coverage across the country is robust, but growth is slowing compared to Mexico’s regional peers and the digital divide continues to restrain access to most telecommunications technologies.  Nevertheless, Mexico will remain an important market for U.S. telecom exporters. Second only to Brazil in terms of the size of its wireless market, and the two countries combine to represent over 50 percent of the total wireless market in Latin America.

The Government of Mexico took some important steps toward achieving much needed legal and regulatory reforms in the telecom sector in 2009.  Authorities have begun to address some anti-competitive practices in the domestic market through a series of investigations and published findings.  They have also set about reforming a regulatory framework that has historically constrained the enforcement powers of the telecommunications regulator, COFETEL.  Still, limits on foreign investment in the telecom services sector impact the market and authorities have a good deal of work ahead of them before they can claim to have completed much needed reforms.

Europe

European Union (EU):  After prolonged debate, protest, and blockages, the European Commission’s regulatory reform framework for electronic communications networks and services was finally approved in November 2009.  The reform package gives greater power to Brussels, most especially in the Body of European Regulators in Electronic Communications (BEREC), which was created by the new reform framework and is expected to start its work in spring 2010.  BEREC will be an independent body made up of representatives from the member states’ national regulatory authorities.  Its main function will be to advise the Commission, the Parliament, and the Council.  The reform package also contained, among other things, a Citizens’ Rights Directive, a Better Regulation Directive, and a revised GSM Directive.  Over the last two years, the EU Commission has focused on what it calls the “Internet of Things” and in June 2009 issued an action plan for it which targeted topics such as governance, privacy and data protection, standardization, innovation, and public-private partnerships.  Much like in the United States, the EU has decided to use public funds to boost broadband network expansion and penetration, which reached an EU-wide average of 24 percent in July 2009.  On the mobile front, the EU approved a new set of rules on mobile roaming that has been projected to result in a 60 percent decrease in a mobile user’s roaming bills, as well as a new recommendation on how national telecom regulators should calculate cost-based mobile termination rates.  Most EU members have near or over 100 percent mobile penetration.  According to IDC, the Western European telecom equipment market will reach over $33.1 billion in 2010, with services reaching nearly $345 billion.
  These figures represent 0.6 percent growth and 0.8 percent reduction, respectively.  U.S. telecom equipment exports to the EU reached $3.4 billion in 2009, down 33 percent compared to 2008.
Russia:  Russia’s telecommunications sector continues to be one of the strongest drivers in its economy.  The wireless sector is the most competitive sector of the Russian telecommunications market, and the greatest source of growth.  At the end of 2008, the mobile phone market had a penetration rate of 132 percent.
  Service providers have been making significant investments in fixed wireless and broadband infrastructure to offer next-generation services.  The technology sectors receiving the most CAPEX investment have been WiMAX, 3G, and Fiber-to-the-Building (FTTB) deployments.  However, a slowdown in investment occurred as the Russian economy underwent significant restructuring during the global economic and financial crisis.  Additionally, there are structural impediments that will continue to limit the Russian telecommunications industry’s rate of growth.  For instance, the Russian federal government maintains control over the fixed-line networks through majority ownership of the incumbent international long distance operator, Svyazinvest, its domestic long distance subsidiary, Rostelecom, and other regional subsidiaries.  Even though there are alternative, competitive fixed-line operations through service providers such as Vimpelcom and Comstar-UTS, Svyazinvest continues to maintain control of the predominant network connections to end users.  Nevertheless, opportunities for U.S. firms may evolve with further market liberalization and Russia’s potential accession to full WTO membership.  U.S. manufacturers exported $38 million worth of telecommunications equipment to the Russian market in 2009.

Africa and the Middle East

Sub-Saharan Africa:
U.S. exports of telecommunications equipment to sub-Saharan Africa totaled $310.7 million in 2009, representing approximately a 22 percent decline over 2008.  Fifty-nine percent of those shipments went to two countries: South Africa ($151 million) and Nigeria ($32.7 million).  The other major African importers of U.S. telecom equipment in 2009 were Kenya (8.5 million), Angola ($7.3 million) and Botswana ($4.6 million).

Africa’s telecommunications markets are dominated by mobile phone networks which provide around 90 percent of all subscriber connections. The subscriber base is growing at around 40 percent per year across the continent, but the growth curves are beginning to flatten in the continent’s more mature markets, forcing operators to compete more aggressively on price, quality of service and the introduction of new services.  Although Africa is the world’s most rapidly growing market for mobile telephony and is also home to the fastest growing fixed-line telephony markets in the world, it still has some of the world’s lowest penetration rates, with overall penetration standing at around 40 percent.  Only six countries (Libya, Algeria, Tunisia, Gabon, Seychelles and South Africa) have penetration levels higher than 80 percent, while 24 nations fall below the 20 percent penetration mark and 17 have penetration levels of less than 10 percent.  As privatization and liberalization are progressively being introduced, foreign investors have sought  to acquire African mobile assets, including a $22.7 million deal between India’s Bharti Airtel and South Africa’s MTN Group; Vodafone Group’s acquisition of a controlling stake in South Africa’s largest mobile operator, Vodacom;  AT&T and South Africa Telkom’s Memorandum of Understanding aimed at improving the connectivity between the companies networks; France Telecom/Orange’s acquisition of a controlling stake in Telkom Egypt; and Tata Communications’ controlling stake in South Africa’s second national operator, Neotel.  Also in 2009, a number of foreign players launched services in Africa, for example: Orange launched services in Uganda, MTN (South Africa) and Millicom International (Luxembourg) launched GSM services in Rwanda, and Bintel (Bahrain) in Gabon.
The major telecommunications player in Africa is China.  Huawei and ZTE have both worked hard to tap into the region.  ZTE, which earned one-fifth of its total revenue in Africa last year, aims to build its market share to at least 30 percent, focusing on the most populous countries like South Africa and Nigeria.  Chinese telecommunications equipment has helped expand local mobile and fixed-line networks through contracts partly or wholly funded by low interest loans from the Chinese government. Most analysts point out that these loans are given in Africa largely without conditions, such as improved government transparency or protection of human rights, unlike loans from the World Bank or International Monetary Fund that usually have strings attached.  Huawei and ZTE are supplying network equipment and services in most sub-Saharan African countries for providers such as MTN, Safaricom and Orange. Chinese deals have included the construction by ZTE of an EVDO network in Morocco and a WiMAX network in Libya, Africa’s first, for which Huawei supplied the equipment.

Because Africa lacks a broadband infrastructure, much of its telecommunications services are based on satellite and cellular. International bandwidth is extremely expensive in Africa because access to international submarine fiber cables has been monopolized by national telcos in most countries, while others depend entirely on satellite bandwidth.  This is expected to change dramatically with the arrival of several new international cables to the continent’s shores.  In 2009, Africa experienced an explosion of new or planned submarine cable systems. These fiber optic cable systems are expected to provide higher bandwidth and lower prices. The new systems scheduled to be “lit” in 2009 were EASSy covering East Africa; SEACOM (East Africa); GLO-1 (Nigeria); and TEAMS (East Africa).  In 2011, West Africa expects to see the completion of three additional systems: WACS, Main One and ACE.

Middle East/North Africa:
U.S. exports of telecommunications equipment to the Middle East/North Africa (MENA) region totaled $952.4 million in 2009.  This represents approximately an 8 percent increase from 2008.  The top destinations to the MENA region for U.S. telecom exports in 2009 were the United Arab Emirates ($262 million), Iraq ($197 million), Saudi Arabia ($156 million), Israel ($137.5 million), Egypt ($46 million), and Algeria (23 million).
Middle East telecommunications is thriving for a number of reasons, including oil money, location along a major submarine route, and progressive liberalization and competition.  In 2009, there were two significant network launches:  Vodafone Qatar, which finally achieved a commercial launch, breaking the monopoly of Qtel, and Wataniya Palestine.  According to the  “Middle Eastern Mobile Communications and Mobile Data Report” by BuddeComm, most countries of the Middle East, including even some of the most highly penetrated, have experienced surprisingly high growth rates.  This is often due to an increase in competition – a second or third operator has entered the market, or a new investor has bought a share of an existing operator- causing a subsequent drop in tariffs or improvement in services.  The report points out that in recent years, the region has become home to some large international players. Etisalat of UAE and Zain of Kuwait have been particularly aggressive buyers of both new licenses and existing operators in Africa, the Middle East and Asia.  Qtel of Qatar, STC of Saudi Arabia and Batelco of Bahrain have also taken this route for growth.   While the Middle East is served by extensive and modern submarine cable networks and has benefited from its position between Europe, India and China, demand is exploding for greater capacity.  Numerous new cables are planned or are under construction.

Because competition in the sector is intensifying, Middle East operators are seeking new sources of growth.  Many believe cross border consolidation will be common in the region. A Booz and Company presentation, “Growth Strategies in the Middle East Telecom Landscape, points out that all of the key telecom players in the region have garnered an extensive geographical footprint.  Zain International, the Kuwaiti based operator, has extended its operations to 22 countries, and MTN, the South African operator, extends across 21 countries in the MENA region.  The Middle East is not a massively large region, and there is a limit to how much consolidation can take place, according to Business Monitor.
  The report concludes that the only outsiders with a presence in the region are France Telecom in Jordan and Vodafone in Qatar.  Other than that, there are regional players, with few places to go.
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