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 KEY CONSIDERATIONS 

 The existence of a high capacity, high speed and reliable internet connectivity is arguably the 
backbone for the digital transformation of the European economy and one of the main pillars for 
future economic growth. Moreover, Covid-19 has demonstrated that internet connectivity is a 
crucial factor in the functioning of society and in mitigation of the pandemic’s negative impact 
on almost all areas of life. 

 The EU and UK territories present significant disparities in their telecommunications infrastructure, 
with some countries, including some of the largest e.g., UK and Germany, still mostly dependent 
on copper connections, while others e.g., France and Spain are well advanced in transition to 
optical fibre. The pace of transition and coverage in all countries will be one of the fundamental 
developments in the telecom sector in the medium term.  

 The EU and UK authorities have established ambitious goals to increase broadband internet 
coverage and adaptability, and the telecom operators have set expansion plans for the medium 
term to achieve them. However, they will require significant investment in an already 
capital-intensive sector. Telecom operators are expected to seek to minimize the impact on their 
creditworthiness throughout the investment period by taking full advantage of measures such as 
government support, partnership with investors or joint ventures. 
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 I. DIGITAL TRANSFORMATION – THE 
BACKBONE FOR FUTURE ECONOMIC 
GROWTH 

The digital transformation of the EU27 and UK (EU+UK) economies is generally accepted 
as being one of the crucial goals in the current decade for the telecom operators. 
According to the European Commission (EC) report published in September 2020, the 
cumulative additional Gross Domestic Product contribution of new digital technologies in 
EU+UK could reach c. EUR 2.2 trillion by 2030. 

It is widely recognised that Europe is being outpaced in many areas of digitalisation by 
other regions1 globally. The emergence and intensity of Covid-19 has served to highlight 
the need to accelerate digitalisation and the wider use of optical fibre, with a significant 
increase in internet traffic caused by the delivery of school and college classes via 
videoconference, together with greater demand for streaming of entertainment content, 
and extensive working from home (WFH). Some of these will subside but none will 
disappear altogether - e.g. full time office working is unlikely to return now that WFH has 
been demonstrated to be effective across a wide range of industries. 

The increase in internet traffic has also demonstrated the need to reconsider the 
telecommunications networks’ design, in particular improving coverage in rural areas to 
enable people to move away from large cities. The network improvement that will come 
from the 5th generation of mobile telecommunications (5G) will have a positive impact on 
how people live and work due to improved transmission speed, reduced latency2 and the 
ability to support more devices than 4G. 

Geography matters in the digital transformation process to the extent that c. 97%3 of the 
world's communications are transmitted around the world via fibre optic submarine 
cables highlighting the importance of secure and stable submarine connectivity. On 19 
March 2021, which is identified as Europe’s Digital Day 2021, the EC has identified the need 
for new and secure cable infrastructure and focus on strengthening international 
connectivity. 

 
1 According to FTTH Council Asia-Pacific as of December 2019 many countries presented high FTTH penetration 

rate, e.g., Singapore (94.8%), China (80.1%) and Japan (72.6%). Per the Fibre Broadband Association – 2021 
Fibre Provider Study - 43% of U.S. households and 60% of Canadian households have access to optical fibre. 
These penetration rates were comparable with 20.5% as of September 2020 in EU+UK. 

2 Latency measures the time it takes for data to get to its destination across the network. 
3 According to the European Subsea Cables Associations. 
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The EC has recognized the importance of digital transformation by dedicating at least 20% 
of the EU Recovery and Resilience Facility fund4 (in aggregate EUR 723.8 billion) i.e. the 
minimum of EUR 144.8 million to this goal. In addition, EC has also defined a specific Digital 
Europe Programme of EUR 7.6 billion which is fully dedicated to digital transformation by 
co-financing research, development, and deployment of innovative technologies in the 
2021-27 period. 

On 9 March 2021, the EC presented its vision for digital transformation by 2030 and has 
identified four main areas for action: 

- the digital skills of individuals, 

- the implementation of secure and efficient sustainable digital infrastructures (all 
European households should be covered by 5G as well as by fixed gigabit-broadband5 
network and the production of cutting edge and sustainable semiconductors in 
Europe), 

- the digital transformation of businesses (at least 75% of companies are expected to be 
using cloud computing services, big data, and artificial intelligence), and 

- the digitalisation of public entities (all key public services should be available online). 

The UK government has also defined targets and policies for at least 85% of UK premises 
(residential and commercial) to have access to gigabit-broadband by 2025. The 
infrastructure will most likely be built using private investment, provided this can be raised 
on terms acceptable to both the borrowers and investors. An example where this is unlikely 
to be the case, is the requirement to deliver gigabit-broadband to the areas which are not 
reachable by the commercial market (c.20% of the UK, mostly rural areas). The 
government has accordingly already pledged £5 billion of public funding and further 
incentives, such as tax reduction/exemption, are also expected to be introduced in the 
coming years to ensure the rollout of optical fibre. 
  

 
4 It was established in July 2020 and was entered into force in February 2021 to mitigate the economics and 

social impact of the pandemic and make European economies more sustainable and resilient. It is consisted 
of €385.8 billion in loans and €338.0 billion in grants. 

5 Download speeds of at least 1 gigabit-per-second. 
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 II. CURRENT OPTICAL FIBRE COVERAGE 
IN EU+UK 

High heterogeneity of FTTH/B6 coverage with some large countries clearly 
behind the average 

As of September 2020, the EU+UK optical fibre coverage7 was 43.8%, significantly higher 
than the 27.2% in September 2015, but with huge variances between countries and even 
within countries. See the below chart which highlights the following: 

- the highest coverage was reached by Latvia (91.9%) and the lowest by Belgium (5.6%),  

- there are several large countries with modest coverage, such as the UK (15.1%) and 
Germany (16.4%), where telecommunication networks are still highly reliable on the 
more traditional copper,  

- contrarily, there are also some large countries, such as Spain and France, that lead the 
transition to optical fibre and currently have high coverage rates (87.8% for Spain and 
72.7% for France), and 

- rural zones tend to have lower coverage than the country’s average. 

 

 
6 FTTH = Fibre to the Home. FTTB = Fibre to the Building or Office. 
7 Optical fibre coverage = The ratio of FTTH/B homes passed to total households. The FTTH/B homes passed = 

The potential number of premises which a service provider has capability to connect to a FTTH/FTTB network 
in a service area. 
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Latvia, Lithuania, and Estonia, all with high optical fibre coverage, benefitted from the 
construction of the Baltic Highway built in 2015 by laying optical fibre over high-voltage 
electricity lines and gas pipelines, an example of regional cooperation and infrastructure 
sharing. The countries benefited from the Baltic Sea submarine cable that connects 
Estonia, Sweden, and Finland. Similarly, the geographical location of Bulgaria and Romania 
allowed them to benefit from a submarine telecommunications cable system linking both 
countries with Turkey, dominating the Black Sea Fibre Optic System. 

In addition, the high optical fibre coverage reached in Latvia8 and Romania9 benefited 
from telecom operators’ decision to directly move to deployment of fibre avoiding 
significant investments in DSL or VDSL10, i.e. these countries had virtually no copper 
connectivity before. 

ARC notes that the disparities amongst countries shows that the road to achieve a 
broader optical fibre coverage in Europe is still longsighted and significant investments 
are needed to achieve it, particularly in large countries with low FTTH/B coverage, such as 
Germany, UK and Italy, where telecoms operators still need to recover costs from previous 
projects. 

The use of optical fibre is still modest worldwide, a challenge for telecoms 
operators. 

In addition to the FTTH/B coverage, ARC also considers the low subscription of FTTH defined 
as the take-up rate, i.e. the number of subscribers compared with the number of homes 
passed (i.e. those that could connect if they chose to) which was 46.9%11 as of September 
2020. Therefore, the FTTH/B penetration rate, equal to the coverage rate x the take-up rate, 
was 20.5%11 as of September 2020, with significant differences between countries. Large 
and developed countries presented very low penetration rates such as UK (3.7%), 
Germany (4.9%) and Italy (5.9%). In contrast, Spain presented the highest rate (62.6%). 

 
8 According to “Broadband developments in Europe” from Institut Barcelona D’Estudis Internacionals (2017). 
9 According to https://www.thecgo.org/benchmark/the-curious-case-of-romanian-broadband/. 
10 Very High-Speed Digital Subscriber Line that operates over the copper wires. 
11 Source: IDATE.  

https://en.wikipedia.org/wiki/Submarine_communications_cable
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 III. TRANSITION TO OPTICAL FIBRE IN 
EU+UK – THE NEXT FIVE YEARS 

The transition to optical fibre network in EU+UK is expected to accelerate significantly in 
the current decade, as the sector is planning to double the current number of homes 
passed to 197 million11 by 2026. ARC expects that the most noticeable estimated growth will 
be in the large countries that have lagged behind in transition, namely Germany 
(expected to multiply its current number of homes passed by 3.7 times), UK (3.6 times), 
Italy, the Netherlands and Poland (all three, 1.6 times). France, Sweden, Romania, and 
Portugal, with current coverage rates clearly above average, have also forecasted 
increases equal or above 10% in the 2021-26 period. 

The estimated growth in the number of homes passed should translate into a much wider 
adoption/penetration rate with the increasing number of FTTH/B subscribers expected to 
reach 135 million11 by 2026, almost three times the 46 million from September 2020. Thus, 
the take-up rate should increase to 68.5% in 2026 (compared with 46.9% as of 
September 2020). 

France and Spain are expected to lead the penetration rate amongst EU countries, both 
with a penetration rate of 86.2%11 by 2026, followed by Sweden (79.4%), Portugal (78.7%) 
and Romania (72.8%). The UK is expected to record remarkable growth, reaching 63.1%, 
whilst for Germany a penetration rate of c.60% is projected. 
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 IV. TRANSITION TO OPTICAL FIBRE –
INVESTMENT FINANCED BY 
MULTIPLE SOURCES 

Public funding combined with private investment will be utilised to implement 
the transition to optical fibre. 

The full deployment of optical fibre transition will require a total investment of 
EUR 150 billion in the 2020-27 period, according to European Telecommunications Network 
Operators’ Association. Over the same period, the development of 5G networks, to support 
the expected massive growth in wireless data traffic, will require a similar amount to 
ensure availability to all. 

In the FTTH Council Europe’s view, FTTH and 5G networks are two complementary solutions 
for expansion which offers opportunities for a converged approach. According to FTTH 
Council Europe’s study in 2019, an optimally converged network – i.e. one that allows use 
of the same network by multiple providers - could eliminate between 65% and 96% of the 
cost of a standalone fibre network for 5G. Thus, planning ahead a 5G-ready FTTH network 
can bring significant cost reductions with considerable synergies. The agreement 
between three large telecom operators in Spain to share infrastructure was a typical 
example of infrastructure convergence. 

ARC believes that telecom operators are intending to implement a tactical and converged 
investment approach without having a material impact on their leverage and 
creditworthiness. ARC notes that several measures have already been pursued including: 

- the optimization of business model through the sale of non-core subsidiaries. The 
agreement to sell T-Mobile Netherlands Holding B.V. by Deutsche Telekom AG 
(Deutsche Telekom) and Tele2 AB, for an amount of EUR 5.1 billion is one of the examples. 
Deutsche Telekom has ambitious plans to expand the optical fibre network, where it 
plans to roll out 2 million new homes passed in 2022 and increase it to 2.5 million new 
homes passed from 2024, 

- the sale and leaseback of non-core assets, such as telecommunications towers to 
independent tower companies, who will allow their use through long-term lease 
agreements to telecom operators, e.g. Telxius Telecom, S.A (a subsidiary of Telefónica 
Group) signed an agreement with American Tower Corporation for the sale of its 
telecommunications towers division in Europe and in Latin America for EUR 7.7 billion. 
Another example was the acquisition by Cellnex Telecom, S.A. of the French 
telecommunications tower operator Hivory S.A.S. from Altice France SA and Starlight 
Holdco SARL, by EUR 5.2 billion, 
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- pursuing partnerships/joint ventures with investors to help finance the network 
upgrades, with the market seeing a growing appetite for investment in the sector, 
e.g. the joint venture between Telefónica Group and Alliance Capital Partners (a private 
equity firm of Allianz Group) which envisages an overall investment of EUR 5 billion over 
six years to deploy fibre in rural and semi-rural areas of Germany, and the joint venture 
announced by Deutsche Telekom with Australian IFM Investors for EUR 0.9 billion, to help 
ramp up its optical fibre investment in Germany, and 

- utilisation of all available government support, in particular those projects that aim to 
support investment in less densely populated areas where, without its support, the 
investment would be unprofitable, e.g. the announcement by Openreach that it is 
accelerating plans to deliver full fibre broadband to the UK’s hardest to reach 
communities, thanks in part to support provided through the ‘super-deduction’ (tax 
reduction) scheme. 

The issuance of hybrid debt (ranking pari-passu with preference shares), with very 
long-term maturities, is also an instrument that is expected to be used to balance the 
financial structure of telecom operators. 

Importantly, the impact of this transition will be felt throughout the telecom value chain, 
creating a dynamic of growth and consolidation within many of its subsectors and an 
increased interest in investing in the sector. An example of this increased interest is the 
EUR 200 million investment that Goldman Sachs Asset Management is making in 
exchange for a minority equity stake in Constructel Visabeira S.A., a subsidiary of Grupo 
Visabeira S.A. of Portugal (rated BB+/Positive long-term by ARC), which specializes in the 
design, implementation and building of network infrastructures and has been an active 
promoter of this subsector consolidation. 
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 V. CONCLUSION 

The next six years and beyond will see a dramatic transformation in the EU and UK digital 
communication networks, increasing coverage, speed and uptake of services to levels so 
far only seen in Asia and North America. The investment required is massive, as are the 
potential returns, but is manageable if planned correctly, and can be achieved via a 
multiplicity of sources without a marked decrease in creditworthiness of the industry. 
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 DISCLAIMERS 

This research publication is not a rating of any kind, is not related to any specific rating and should 

not be seen as an indication of a future rating of any kind. It summarizes ARC Ratings’ view as of the 

publication date. That view is based on information collected from a wide variety of sources which 

ARC Ratings believes to be reliable. Whilst ARC Ratings has adopted and implements measures 

aiming to ensure that, to the extent available in the circumstances, it has obtained reasonable 

verification of the information it uses and that such information is from reliable sources, the 

publication of this document should not be viewed as a guarantee of the accuracy, completeness, 

or timeliness of the information relied on or the results obtained from the use of such information. 

ARC Ratings does not act as a legal, tax, financial, investment or other advisor and users should seek 

professional advice from appropriate third parties where necessary. 

 

ARC Ratings, S.A. is registered as a Credit Rating Agency with the European Securities and Markets 

Authority (ESMA), within the scope of the Regulation (EC) Nº 1060/2009 of the European Parliament 

and of the Council, of 16 September, and recognised as External Credit Assessment Institution (ECAI). 

ARC Ratings (UK) Limited is registered as a Credit Rating Agency with the United Kingdom Financial 

Conduct Authority, within the scope of the Statutory Instrument Nº 266/2019, of 13 February, and 

recognised as ECAI 
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