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Summary
In the words of Vodafone chief executive Vittorio Colao, Vodafone Carrier Services (VCS) has 

transformed what was little more than a sideline into a mainstream and profitable part of the Vodafone

business. There is little doubt that the scale of VCS makes it a major player in the international 

wholesale market. However, now in its second full year, it must establish more ways to drive profitable

growth. It has begun this process with new developments in its SMS and voice products.

The VCS SMS hub and associated firewall, launched in May 2015, achieve two things that are vital in 

the fast-growing A2P SMS business. The firewall blocks the holes in the SMS interconnection process

that allow unscrupulous A2P players to send text messages without paying the recipient network. The 

hub allows for simple, fast, and guaranteed delivery to any MNO network connected to it. Together 

these are delivering revenue uplifts in the £millions to Vodafone’s operating companies.

VCS’s new voice platform, launched in November 2015, also works on the basis of combining very 

small incremental profit gains with immense scale. VCS carries around 58 billion minutes of 

international traffic a year and its new voice platform has an intelligent routing engine that improves 

the efficiency of routing on each call, promising fractions of a cent savings on every minute. In 

addition, the new voice platform will help enhance voice quality, using granular measurement tools 

and quality-routing options.

SMS firewall raises MNO A2P revenue
Ovum forecasts that A2P messaging will increase at a CAGR of 8% from 2014 to 2018, peaking at 1.3

billion messages in 2018.

Figure 1: Global A2P SMS volumes, 2013–20 

 

Source: Ovum 
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The growth is strong but not dramatic because this forecast does not account for the millions of A2P 

messages that are delivered outside of the formal interconnections between MNOs. Furthermore, the 

volume of messages is expected to decline after 2018, partly as a result of more and more A2P 

messages traveling across grey routes.

The VCS SMS firewall plugs the gaps in the system and stops A2P providers piggybacking on SMS 

peering agreements to deliver their messages free of charge. Designed initially to protect the SS7 

networks of the Vodafone Group from unnecessary, non-revenue-generating traffic, the firewall also 

has benefits for the enterprises sending the messages and consumers receiving them. 

The reality is that enterprises often pay for the A2P messages that end up being delivered free on a 

mobile network. Unscrupulous middlemen then reap the benefits by charging enterprises for a 

delivery service but not paying the MNO a termination fee. Furthermore, the enterprise has no way of 

knowing whether the SMS has actually been sent or was received by the intended recipient. The VCS

messaging hub, like many of the messaging hubs provided by international carriers, delivers that 

certainty. If for some reason a message cannot be delivered, the A2P message originator receives a 

failure message. 

It’s a win-win-win situation. Firstly, the retail customer is protected from spam because the firewall 

blocks originators that are only interested in free delivery. Secondly, by working within the firewall, the 

enterprise gains reliability and accountability, which are useful for many applications and essential for 

others, such as two-stage authentication.

Finally, the MNO benefits by blocking free messages and receiving revenue for delivering messages 

enterprises value enough to pay for. 

The VCS firewall blocked 56 million messages in one day in one country, and many Vodafone opcos 

now using it have seen revenue increases going straight to the bottom line, making a noticeable 

difference to opco P&Ls. For opcos in developed markets, where margins are tight and new revenues 

hard to come by, this can be the difference between a successful and unsuccessful year.

As we described in our reports On the Radar: Vodafone Carrier Services and Carrier Services Units 

Come of Age, VCS operates with a shadow P&L, meaning that the revenue from the traffic it carries is

recognized by the opcos but also counted as a KPI by VCS. The benefits of a protected SMS 

environment also appeal to other international wholesalers, as demonstrated by the agreement in 

November 2015 between VCS and Telefonica Business Solutions to directly interconnect their SMS 

hubs. Telefonica Business Solutions has now entered into a similar agreement with Telecom Italia 

Sparkle, and Ovum expects similar deals to follow because all SMS hub providers understand the 

mutual benefits created by building scale into a paid-for A2P SMS business.

Growth is still to be found in voice
The death knell for voice is sounded on almost an annual basis, but we believe that voice will continue

to be a major source of revenue for international carriers for the foreseeable future. However, it will 

only increase in being a profitable market for a few very large players. Scale and efficiency are 

essential to achieve profitability, given the size of revenues still associated with international voice. 

Major players can gain rewards from investing in new technology to develop legacy services.

The new VCS voice platform is the structural manifestation of the collective buying and selling that 

VCS has introduced to Vodafone Group since its launch in 2013. However, the platform is more than 

just a single route in and out of Vodafone. It leverages Vodafone Group’s commitment to using the 
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latest network technology. At the heart of the platform is a virtualized, intelligent routing engine. This 

offers the potential for a level of routing efficiency that can save a fraction of a cent on every minute 

and deliver high-quality routing choices. In a business with the scale of VCS’s international voice 

platform, this could equate to a considerable uplift in profit.

Hosting and outsourcing to drive future volume growth
Both the SMS hub and firewall and the voice platform have capabilities and benefits that appeal to 

third-party CSPs. Therefore Vodafone is developing hosting and outsourced solutions, anticipating a 

new impetus to its virtuous growth circle, as depicted below.

Figure 2: VCS virtuous growth circle 

 

Source: Ovum 

Over its first two years of operation, VCS grew its international voice volumes continuously by creating

and refining the virtuous circle shown in Figure 1. However, the rate of growth is now slowing. In order

to drive future voice growth, VCS needs to find more ways to leverage its position in the market.

Outsourcing has long been the logical choice for smaller international voice players, but it still remains

the choice of only a few. Although the technical difficulties involved in partitioning services for a third 

party are not straightforward, the bigger challenge for international wholesalers to win outsourcing 

contracts remains cultural. Few CSPs and other international wholesalers want to lose control over 

their core voice business. 

As featured in our Wholesale Innovation Analyzer 2013, Tata Communications has introduced its 

Voice Apps product to allow customers to control their services while taking advantage of the scale of 

Tata Communications. VCS is taking a different approach and taking on the cultural challenge. This 

requires interactions with CFOs and executive boards, rather than international voice departments 

because the real savings for the CSP can only be realized if control is relinquished; marginal 

per-minute savings alone are unlikely to justify the decision and successful outsourcing needs to 

include staff and process savings. Although a difficult decision for CSPs, we expect some to make 

that jump in 2016, possibly including an international wholesaler.
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Similarly, hosting the SMS firewall for MNOs requires a sales conversation at national level, where the

benefits will be reaped. However, the win-win-win nature of the proposition outlined above makes this 

a far lower hurdle to the sale. Indeed, the issues around A2P SMS fraud are becoming better 

understood globally, and Ovum expects widespread deployments of firewalls from VCS throughout 

2016.

VCS has an opportunity to gain market share with a hosted SMS firewall product which in this 

instance benefits from the Vodafone brand. VCS is effectively offering external MNOs similar benefits 

to its group opcos. Although some product and service opportunities from VCS might be limited 

because CSP customers are uncomfortable buying from a competitor, the successful deployment of 

the firewall in VCS opcos acts as a compelling reference case.
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Ovum Consulting
We hope that this analysis will help you make informed and imaginative business decisions. If you 

have further requirements, Ovum’s consulting team may be able to help you. For more information 

about Ovum’s consulting capabilities, please contact us directly at consulting@ovum.com.
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