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Executive Summary

Over the past five years, operators have been operating in a slowly declining market, with revenue growth down and 
cash flow margins slipping. Dealing with this decline is no easy task. Operators are facing up to a triple threat: with 
digital players challenging their business models, new technology transforming their operating model and consumers 
demanding a more engaging customer experience. 

Of course, these threats have not gone unrecognized by the telecoms industry, and operators have already begun the 
process of diversifying and optimizing their core business; merging and acquiring new businesses, enhancing their 
technology and operations and developing new business opportunities. All whilst they seek to revise their strategies to 
reposition as digital service providers. 

But more often than not, there has been no synergy between these initiatives – no overall business drivers wrapping 
around transformation efforts. This has meant the impact of these projects on the top and bottom line has been minimal. 
Agility is still hampered by legacy systems and business-as-usual syndrome, whilst the pace of change remains far too 
slow. 
       
Operators know they need to undergo digital transformation, but generating transformation success across the business 
as a whole and understanding the best ways of measuring that success, has proved a more elusive task. 

As a transformation partner, Huawei believes it’s time to go back to basics and re-think what we, as an industry, want 
from our transformation initiatives and ensure every business stakeholder is aligned in achieving that goal. We believe 
that digital transformation outcomes must be better understood and designed, while the derivatives of those desired end-
states should be realized and measured as part of the overall objectives and goals.  

So far, so obvious – what’s new?

The Value Agenda attempts to reassert what success really can look like when operators streamline the complex 
Transformation ‘To Do List’, and focus their efforts entirely on those initiatives that have a direct impact on EBITDA (and 
measure only those KPIs that are relevant to that central aim). 

Our research shows that there still remains significant untapped potential in the average operator’s cost base. By 
following the model set out in the Value Agenda, we believe that a typical operator could: 
    
    • Generate a revenue increase of between $301m - $511m per annum
    • Deliver a total expense reduction of between $312m - $546m per annum
    • And ultimately, benefit from a 17.5% to 28% impact on gross profit margin 
 
Whilst the model itself in no way sets out to reinvent the wheel, when it comes to a basic approach to transformation, it 
does emphasize the need to define success at the highest level, and align the entire business behind that ambition.
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The Value Agenda
Operators are impatient with the disconnected approach to Digital 
Transformation which, for multiple stakeholders across different 
levels of the business, has fallen short of expectations. At Huawei, 
we understand the frustration. There has been plenty of discussion  
as to how transformation programs, and the underlying enablers, 
can protect margins and help drive sustainable revenue growth in 
the long term – but, crucially missing from these conversations, 
is a clearly defined path to execute against this vision, as well as 
alignment of the competing objectives.

In order to transform our industry, we need to address the reality of the situation we find ourselves in whereby, for most 
operators, the overwhelming majority of their revenues are still generated from traditional communications services (see 
Figure 1). 

Figure 1 Source: Ovum
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The Digtal Transformation Paradox
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Figure 2

The problem itself is fairly simple: operators’ core revenues are declining at a faster rate than costs are being eradicated. 
Tackling this challenge is absolutely essential to enable operators to improve returns to investors so that the may 
continue to grow new businesses and services, and successfully reposition themselves as the go-to digital service 
providers. It is only by eliminating those existing margin pressures, freeing up cash in the business, and restoring 
market valuation that operators will have the breathing space to invest in new digital services - and pursue meaningful 
transformation at scale.  

Ideally, these projects should improve operational efficiencies, whilst preparing the way for new sources of growth, in 
order to thrive in a world where the core business is being commoditized. 
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Our research shows that there are still significant improvements to be made to an operator’s cost structure – the ‘enhanced 
technology and operations’ part of the transformation equation - which will free the business to explore differentiated 
digital business models, whilst preserving precious cash flow.  

In this paper, we will be presenting Huawei’s Value Agenda for delivering an operating model that is fit for purpose, and 
meets the needs of shareholders and customers alike. Based on value levers, the Value Agenda is a model for business 
transformation success that gets beyond buzz words. It describes what impact transformation could really have on cost 
reduction (bottom line value lever) and revenue growth (top line value lever). 

The ultimate aim is delivering increases in net cash.  

The Value Agenda is effectively a fitness regime based on three key principals: ‘Cheaper, Better, Faster’ (see Figure 3). 
It is designed to whip operators into shape so they are match-ready for the digital future they aspire to. On this occasion, 
we offer no more ‘blue sky thinking’ when it comes to those new digital business and operating models themselves. 

Figure 3
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The Value Agenda focuses on driving short to mid-term profitability and delivering shareholder returns, whilst building 
on long-term new revenue generation opportunities as part of a diversified operator strategy. Furthermore, we have 
identified how all this can be implemented and understood through a selective list of meaningful KPIs, which is the basic 
logic behind the metrics-driven approach. 

Working through business transformation in this way, with Cheaper, Better, Faster, all in alignment, will see market 
values driven up, investor confidence in profitability bolstered, and clarity over the feasibility of any long-term game plan 
restored. Although operators can of course implement change selectively, the benefits of a comprehensive, coordinated 
program, which we outline in the Value Agenda, is much greater because many of these moves reinforce one another. 
We estimate that a full, business-wide approach would help a mobile operator realize the significant economic results of 
transformation that they really care about:

    • Total revenue increase of between $301m - $511m per annum
    • Total expense reduction of $312 - $546 per annum
    • 300%+ improvements to NPS scores
    • Up to 40% reduction in overall OPEX 

The economics of transformation

Figure 4 Sources: McKinsey, BCG and Huawei analysis
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Challenge: 
The Investment Dilemma

As operators battle each other on bundling and pricing, average revenue per account (ARPA) continues to fall, meaning 
profit margins remain relentlessly squeezed and customer retention is under threat. Furthermore, as operators have 
pursued growth, they have extended to adjacent businesses and new customer segments, products and geographies. 

These incremental changes have accumulated over time, leading to complex systems and processes as well as waste 
and redundancy within the business. 

Over the next five years, the pressures facing operators will only gather strength (see Figure 5) and there is a clear and 
present sense of urgency that operators, alongside their partners, need to accelerate transformation programs, to start 
delivering solutions to these challenges now. 

With large amounts of capital tied up in physical networks and a cost structure that is largely fixed, at least in the short 
term, clear unit economics are required to prove that future business models are both sustainable and differentiated, and 
can scale whilst preserving cash flow. That is the investment dilemma. 

You wouldn’t swim the channel with your hands tied behind your back. Neither should operators pursue a digital agenda 
without the necessary groundwork, refining the cost structure. 

Sure, none of this sounds particularly revolutionary. However, the operational overhaul is entirely necessary to drive 
costs out of the business at a faster pace – and our research shows that there is a huge amount to be gained from 
getting this right. And we’re not just approaching this from a purely technology perspective. We are taking a much more 
holistic view that encompasses business-wide transformation, and sees technology as an enabler for achieving this 
bigger goal. Because it is only by understanding how transformation can impact the business, as a whole, that we begin 
to fully realize the enormous opportunity that is available.

If we choose to act. 

Figure 5
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Solution: 
The Cheaper, Better, Faster
Service Provider

Although each operator will devise its own approach, every transformation should be founded upon three basic 
doctrines: Cheaper, Better, Faster. On the whole, operators have embarked on business transformation programs 
that have delivered against one or two of the Cheaper, Better, Faster goals. However, it is only by capturing all three 
simultaneously that operators will deliver the impressive results that they need, securing their future success by 
generating increases in net cash. 

This means that the industry must focus on delivering the capabilities that underpin Cheaper, Better, Faster, nailing down 
these broad business objectives against specific transformation metrics, in order to map the economics of change. 

Delivering Cheaper, Better, Faster means achieving transformation scale across four key value agenda levers : 

   • Customer Excellence
   • New Revenue Potential
   • Cost Efficiency 
   • Capital Efficiency 

Figure 6
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The end game is an operator that is Cheaper, Better, Faster - and fit to compete in the digital economy. 
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Fit to Compete: 
Reduce the Cost Base

The first part of the agenda is to reduce the cost base. Doing this effectively is more than a cost cutting exercise; it’s 
about understanding how core systems and technologies will enable the desired transformation end-states. 

Many times, the baby gets thrown out with the bath water, when choosing what to cut or reduce.

Cost Efficiency
The average operator can make nearly every aspect of their business functions, simpler, easier, faster, and more 
cost-effective, according to our research. Even better, they can achieve all this without any detrimental impact on the 
customer experience (See Figure 7). In many cases, operators could actually be offering a much better service to their 
subscribers, at a significantly lower cost.

Based on global OPEX of $1.2 trillion, we estimate that $194 billion OPEX could be removed from the industry. 

Removing this level of cost from the business would be unprecedented, and truly transformative— freeing up significant 
funds to reinvest in service innovation, or return to shareholders. We believe that this ambition is realistic given the 
economics and structure of the communications business we’re in today. 

Take Customer Service, as an example where there is an enormous opportunity available now to use digital technology 
to automate operations, making them leaner and more productive to ultimately reduce OPEX by as much as 62%1  (see 

Up to 40% of OPEX is available for reduction

Figure 7

1 Research has also found that providing customer service through digital channels improves customer satisfaction —   
   and that in turn leads to increase revenue. 

Source: Boston Consulting Group, Ovum and Huawei Analysis
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Operators should measure their success in delivering cost efficiency against three business performance metrics/ 
operational KPIs:

    • Cost of operations (OPEX as a % of Total Revenue)
    • Cost to serve (% of transaction automation)
    • Cost of sales (Subscriber Acquisition Costs, Marketing conversion rate)

      

Capital Efficiency 
         
Whilst operators have found that ‘Net additions’ are in decline, many are questioning whether this is still a meaningful 
metric, given that the rise of E-SIM and M2M connections are blurring its definition. Rather than chasing new subscribers, 
operators are now much more focused on delivering new and improved services to their existing users.  As such, the 
relevant metrics in digital transformation programs driving capital efficiency should also change.  How much financial 
return will I get back from the capital deployed for new products, services, or technology? Within the Value Agenda, 
capital efficiency is a key lever in driving transformation programs.  Achieving capital efficiency in the Value Agenda is 
simply stated as improving the returns from capital investments. Improving  ‘how you spend’ – including the expenses 
incurred by operators in producing, delivering, and selling new products and services – or excess Cash Returns On 
Invested Capital (CROIC).

Value is created when the return of service providers’ economic capital exceeds the cost of that capital. The capital 
efficiency that is gained can be redistributed to shareholders or to fuel additional digital transformation projects that can 
generate higher rates of return, or to gain a resource competitive advantage.  

The Value Agenda shows that, for a typical operator, the consolidated transformation impact over a five year period 
would deliver Cash Return On Invested Capital (CROIC) within a range of 25% and 240%, depending on how aggressive 
the planned time-to-market is. Significantly, both the conservative and ambitious ends of the spectrum come above the 
Weighted Average Cost of Capital (WACC) ‘hurdle rate’ of 9.6%. It is important to note that time to value realization (and 
pay back) is an incredibly important success measure. The sooner this occurs, the sooner transformation efforts become 
self-funding, helping to secure stakeholder buy-in and the future of the project.

Operators should measure their success in achieving capital efficiency against three business performance metrics  / 
operational KPIs:

    • Return on Invested Capital (ROIC) = Operating Income (1 – tax rate)  / Book value of invested capital
    • % of infrastructure virtualization     
    • Yield (dynamic offer / tariff change response time)
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Fit to Compete:
Grow Operating Income

Growing operating income in the Value Agenda is not about slashing, squeezing, consolidating, or merging.  It’s about 
getting more onto the top line of the business. It’s about repeatability and delivering more for your customers (for less).   

In general, when you increase the amount you sell to your customer margins improve in tandem. Increasing the average 
unit of sale per customer through cross selling and upselling allows operators to amortize, and dilute overall marketing 
costs and being able to work well external parties is also part of that equation.  This requires focusing on the intentional 
transformation outcomes for delivering customer excellence and new revenue potential.     

Customer Excellence 
Being ‘Better’ means delivering intelligent customer care and a higher quality service experience than your competitor, 
with offers that are relevant and consistently improving. This is the first stage to becoming a healthy and diversified 
operator – and it is an important one. With increasingly complex product options on offer today, Customer Experience is 
one of the few remaining avenues that can bring operators differentiated competitive advantage.

In January 2017, the UK Customer Satisfaction Index (UKCSI), an independent, professional membership body for 
customer service, ranked the telecoms sector as the worst of 13 industries examined in the report2. This was below 
utilities, public services and banks. The reason for this poor ranking was related to customers experiencing journeys that 
were ‘prone to breaks, frustrations and inefficiencies’. The UKCSI stats also showed that the telecoms industry continues 
to generate the highest number of complaints, with 20% of customers having experienced a problem, compared to the 
UK average of 12.5% across all other industries. 

Compared with similarly advanced service industries, the telco industry also spends the least on IT investment and 
delivering necessary capabilities. Research shows that it is digital-first journeys lead to the highest customer satisfaction 
scores, generating 10 to 20 percentage points more than traditional journeys3. This explains why an operator like 
GiffGaff, which is trailblazing a digital telco path, and runs its customer services offer predominantly on a crowd-sourced 
model, repeatedly reports NPS scores that are higher than the industry average.  

    Delivering an enhanced Customer Experience
    • Improve Quality of Service (QoS) with zero down  time
    • Provide new experiences across company interactions consistently 
    • Proactively speed problem resolutions and enhance expectations 
    • Improve choices and personalized Offers & Care
    • Deploy Social Self Care
    • Drive customer success

2 Source: Institute of Customer Service (Jan 2017 UK Customer Satisfaction Index)
3 Source: A future for mobile operators: The keys to successful reinvention
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Delivering enhanced customer experiences doesn’t have to be costly. In fact, improving the Customer Experience 
is shown to have a direct correlation on the other key metrics that impact the operator’s top line (see Figure 7). For 
example, a one point improvement in the customer index is proven to result in annual incremental revenue of $2.13 
per customer4 ,whilst a one point increase in NPS reduces a customer’s propensity to churn by 5%5 .  Indeed, research 
shows that, between 2012 and 2014, those operators with high NPS scores experienced 33% revenue growth, whilst 
those with low NPS scores saw a 7% decline (on average). 

Delivering excellent Customer Experience6 means delivering a fundamentally different business model. This is a 
model that moves away from merely digitizing customer processes, and supports open, self-driven, user control, real-
time activation and easy disconnection. With increased competition and decreasing margins, operators have a real 
opportunity to differentiate themselves by resolving the issues facing their customers, and firmly placing themselves as a 
true proactive customer service leader.       

The Value Agenda dictates that the goal should be to drive retention and Customer Lifetime Value, with customer 
success measured in terms of Churn, NPS and Customer Effort Score. We believe that operators need to strive for a 
300% improvement in NPS, as well as churn rates of around 2 - 3 %, in order to deliver a service that is best-in-class.

4 Source: Forrester's Customer Experience Index Online Survey, US Consumers Q1 2015 
5 Source: Analysys Mason - Business Benefits of the Total Customer Experience: Mapping NPS to Revenue, August 2013
6 Huawei ROADS customer experience: Real time, On-demand, All online, DIY, Social

Economics of Customer Experience & Excellence

Figure 8
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New Revenue Potential
    Grow diversified service revenue streams
    • Establish a ‘Digital Core’ in systems architecture
    • Build open capabilities and interfaces
    • Enable Innovation with Micro services architecture
    • Build, Integrate, and manage developer and partner ecosystems
    • Establish new monetization capabilities and services 
    • Establish new relationships (B2C, B2B, C2C, B2B2X) through platform business models

It is estimated that digital business should represent 25+% of operator revenue by 2020 to avoid long-term industry 
decline7 . However, the move to digital is still difficult for operators, who have traditionally relied on an infrastructure-
based business model. 

The future of the mobile business will be defined in part by how well (and how fast) operators shift from their traditional 
infrastructure-based model to a complex amalgamation of infrastructure, platform, and product innovation businesses. 
It’s a new way of working that will see operators grow diversified revenue streams by launching digital services in 
adjacent and non-adjacent areas, and working with industry vertical partners (See Figure 9). 

Growth is the number one target for CEOs, according to Gartner, whose latest CSP Forecast report8 highlights the 
growing demand for IT expenditure directly related to revenue generation. Currently, about 50% of spend and contracts 
are motivated by cost saving, about 33% by customer experience improvement, and the remaining 17% by new revenue 
generation. Gartner expects services related to revenue generation to grow the fastest because ‘it is the most difficult 
objective to achieve with internal resources and the goal that CSPs need the most help to realize’.

Our industry already has the potential to aggressively apply technologies which allow us to drive the pace of automation, 
intelligence, proactive care, and improve the rate at which we respond to the market with new services. And we predict 
that increasing the speed at which operators deliver these new services will result in a revenue uplift of between 10 and 
15%.

Success in new revenue potential can be measures in terms of:

    • Number of new markets/ segments served
    • The percentage of digital revenues (of total) 
    • Customer Lifetime Value (CLV). 

7 STL Partners, Huawei analysis 
8 Gartner, Forecast Overview Communications Service Provider Operational Technology, Worldwide, 2017 

Treat the way you look at digital business differently

Figure 9
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Transformation Starts 
with Huawei

Leveraging the value creation potential of the vast and growing ICT industry demands a transformation approach that 
prioritizes strategy and competitiveness, and is completely focused on success.  As such, Huawei has embarked on its 
own transformation program, with our customers at the center. We are changing the way we deliver products, services 
and value to our customers, partners, and to the industry.    

The transformation process that we are going through is really focusing us on the intentional success outcomes for our 
customers.  The transformation includes the collaboration and industry development of a Telco operating system (Telco 
OS framework), an industry-recognized and supported Digital Maturity model, and an ecosystem of connected parties 
and services through APIs. 

We believe there is a huge opportunity for operators to play a central value creation role in the digital age, and Huawei is 
leading the way in shaping and defining what these new digital ecosystem and associated business models should look 
like, with solutions that enable and empower operators to be Cheaper, Better, Faster – and fit to compete.  

Figure 10
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Conclusion: 
The Business Impact

With open market policies and changing regulations, hyper-competitiveness will inevitably speed up consolidation and 
mergers. Operators must respond to this with best efficiency positions across their entire organizations. In the short-run, 
cost competitiveness drives customer growth, but high dissatisfaction, as reflected in higher churn and lifetime value, 
will demand rapid transformation programs that bring in new product development capability, ecosystem management 
capability, and agile technological competitiveness - all driven by a common Value Agenda.

As an industry, we need to quickly get beyond framing transformation as a technology challenge – and start focusing on 
real and long-lasting business change. We must challenge ourselves to deliver a fundamental step change to overall 
business performance, rather than tinkering around the edges with IT and network patches and enhancements. The 
Value Agenda shows that there is still huge untapped potential in the average operator’s cost and revenue base, if they 
adopt a radical transformation agenda that tackles the Better, Faster, Cheaper principals simultaneously.

By enhancing customer experience and investing in digital innovation, our research shows that the average operator 
could still deliver top line growth of 2.5% (an annual increase of 487million EUROS). At the same time, delivering 
transformation scale across the business, an operator could generate an annual OPEX saving of 15% (312 million 
EUROS)9 .

For the average Tier 1 operator, that is the equivalent to an EBITDA increase of 29% (487 million EUROS), and an 
EBITDA margin increase of 6% (see Figure 9).  

The Value Agenda proves that our industry really is capable of delivering significant and fundamental change now. In 
principle, the roadmap is startling simple but it can only be enacted by those operators who are bold in their agenda, 
remain focused on the end game, and really do seek radical overhaul across every aspect of their business and 
operating models. 

Those brave enough to challenge themselves, and rally all stakeholders to take the leap together, will reap the rewards.

9 And for the skeptical out there, this model has been stress tested. The worst case scenario, where returns are halved and         
   transformation costs are 50% higher than budgeted, still returns a CROIC ratio of 25%.
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  2. The Digtal Transformation Paradox
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