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Abstract

This study examines the relationship between price competition, profitability, and

Price competition, profitability —market share dynamics in Pakistan's telecommunications sector through primary

analysis, market share

dynamics, telecom sector, from 150 telecom executives and analyzed financial records from four major

Pakistan, quantitative research. operators (Jazz, Telenor, Zong, Ufone) among 2018 to 2023. Results
demonstrate a significant negative correlation (r =-0.72, p < 0.01) between price

Keywords

data analysis. Using a quantitative research design, we collected survey responses

Atrticle History

Received on 17 May 2025
Accepted on 17 June 2025
Published on 24 June 2025

reductions and profit margins, while revealing a positive association (r = 0.65, p
< 0.01) between competitive pricing and market share growth. Urban operators
with diversified service portfolios showed greater resilience to price wars compared
to rural-focused providers. The findings highlight the critical trade-off between
affordability and sustainability in Pakistan's hypercompetitive telecom market,

Copyright @Author suggesting that operators must balance aggressive pricing with operational
Corresponding Author: * efficiency and value-added services to maintain profitability.
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INTRODUCTION

1.1 Background of the Study

Pakistan's telecom sector has experienced exponential
growth since market liberalization in 2004, with
mobile penetration reaching 85% by 2023 (PTA,
2023). The competitive landscape features four major
operators engaged in continuous price wars,
particularly in voice and data services. While these
strategies have increased accessibility for consumers,
they have simultaneously compressed industry profit
margins by 22% since 2018 (PwC Pakistan, 2023).
The sector's unique characteristics - including high
fixed costs, rapid technological obsolescence, and

stringent regulatory oversight - make it particularly
vulnerable to aggressive pricing strategies.

The proliferation of 4G services and smartphone
adoption has intensified competition, with operators
offering increasingly affordable data bundles to
capture market share. However, this growth comes at
a cost: industry-wide earnings before interest, taxes,
depreciation, and amortization (EBITDA) margins
declined from 42% to 33% among 2018 to 2022 (PTA
Annual Report, 2023). This paradox of expanding
subscriber bases alongside shrinking profitability
underscores the need for empirical analysis of pricing
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strategies' dual impact on market dynamics and
financial performance.

1.2 Problem Statement

Despite the telecom sector's contribution to 5.4% of
Pakistan's GDP (State Bank of Pakistan, 2023),
mounting price competition threatens its long-term
sustainability. Primary data reveals that 68% of
telecom executives consider current pricing strategies
unsustainable (Author Survey, 2023), yet market
dynamics compel continued participation in price
wars. The Pakistan’s Telecommunication Authority
(2023) reports that average revenue per user (ARPU)
has declined by 28% since 2018, while customer
acquisition costs have increased by 15% annually.
This study addresses three critical gaps in existing
research: (1) lack of primary data on operator-level
pricing decisions, (2) insufficient analysis of the rural-
urban divide in pricing effectiveness, and (3) absence
of quantitative models predicting profitability
thresholds in competitive scenarios. By combining
executive surveys with financial analysis, we provide
actionable insights for balancing market share
objectives with financial viability.

1.3 Research Objectives

1. To quantify the impact of price competition on
telecom operators' profitability metrics

2. To analyze the relationship between pricing
strategies and market share dynamics

3. To identify operational factors that mitigates
profitability erosion during price wars

4. To develop policy recommendations for sustainable
competition in Pakistan's telecom sector

1.4 Research Questions

1. What is the statistical relationship between price
reduction intensity and profitability indicators?

2. How do pricing strategies differentially affect
market share in urban versus rural markets?

3. Which operator characteristics correlate with
resilience to price competition?

4. What regulatory interventions could promote
healthier competition?

1.5 Research Hypotheses
- Hi: Price competition intensity negatively correlates

with EBITDA margins (8 <0, p < 0.05)

- H2: Market share growth positively associates with
price reduction depth (> 0, p < 0.05)

- Hs: Operators with higher VAS revenue show greater
pricing flexibility (B > 0, p <0.1)

1.6 Significance of the Study

This study holds significant value for a wide range of
stakeholders by offering practical and research-based
insights. For industry operators, it supports the
development of effective pricing strategies grounded
in real data and trends. Regulators can use the
findings to shape fair and informed policies that
balance market needs and consumer interests.
Investors benefit by gaining a clearer understanding of
the potential risks and returns associated with
profitability in the sector. Additionally, the study adds
meaningful knowledge to academic discussions,
particularly in the field of industrial organization, by
providing empirical evidence that can guide future
research.

2. LITERATURE REVIEW

2.1 Theoretical Framework

This study integrates Porter's Five Forces model with
modern game theory approaches to telecom
competition. Porter's framework explains how buyer
power and rivalry intensity drive price competition,
while game theory models strategic interactions
between oligopolistic operators (Tirole, 1988). We
extend these theories by incorporating Baumol's
contestable markets hypothesis, which suggests that
potential competition (e.g., from MVNOs) influences
pricing behavior even in concentrated markets.

The Resource-Based View (Barney, 1991) provides our
third theoretical lens, analyzing how operators
leverage unique assets (spectrum holdings, brand
equity, distribution networks) to compete beyond
price. This multi-theoretical approach enables
comprehensive analysis of Pakistan's complex telecom
ecosystem.

2.2 Price Competition Dynamics

Recent studies in emerging markets (Khan & Azam,
2021; GSMA Intelligence, 2022) demonstrate that
price wars typically progress through three phases:
customer acquisition, market consolidation, and
eventual stabilization. Pakistan's market appears stuck
in phase one, with operators sacrificing profitability
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for subscriber growth. Our primary data reveals that
72% of price reductions target prepaid users, who
constitute 94% of Pakistan's mobile market (PTA,
2023).

2.3 Profitability Considerations

Telecom profitability depends on three key factors:
operational efficiency, capital structure, and pricing
power (Damodaran, 2022). In Pakistan, operational
expenditures consume 55-65% of revenue (Operator
Financial Reports, 2023), leaving limited margin for
price reductions. Our analysis introduces a novel

Research Model

Price
Competition

A 4

Profitability _

"Pricing Elasticity Index" to quantify the revenue
impact of specific price changes.

2.4 Market Share Dynamics

Market share in telecom reflects both customer
acquisition and retention. Pakistan's number
portability regime intensifies competition, with 18%
of subscribers switching providers annually (PTA,
2023). Our data shows rural markets exhibit 40%
higher switching rates than urban areas, suggesting
different pricing sensitivities.

—

Market Share

—
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3. RESEARCH METHODOLOGY

3.1 Research Design

We adopted a mixed-method quantitative strategy
that integrated several data sources. First, we
conducted structured interviews with 150 telecom
executives, including 38% from the C-suite and 62%
from mid-level management across four major
operators. Second, we analyzed financial data
spanning five years (2018-2023), using publicly
available financial statements. Lastly, we utilized
regulatory Pakistan
Telecommunication Authority (PTA) reports to
examine market share and pricing trends.

information from

3.2 Data Collection
Primary data collection involved multiple methods. A
35-item structured survey was used to gather insights

3.4 Variables and Measurements

on' pricing strategies, profitability indicators, and
market behavior. Additionally, semi-structured
interviews were conducted with 25 senior-level
managers to gain deeper qualitative perspectives.
Supplementing these, participating telecom operators
provided internal operational documents to support
the analysis.

3.3 Sampling Technique

To ensure a well-rounded representation, we applied
stratified purposive sampling. This approach
considered differences in operator size based on
market share quartiles, included key functional
departments such as marketing, finance, and
operations, and accounted for geographic diversity by
covering both urban and rural areas.

Variable Type ‘ Operational Definition ‘ Measurement Scale
Dependent

Profitability EBITDA margin % Continuous
Market Share Subscriber % Continuous
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Independent

Price Competition | ARPU change % | Continuous
Moderators

VAS Revenue % of total revenue Continuous
Rural Coverage % of rural towers Continuous

3.5 Analytical Approach

The study uses a structured analytical approach to
examine the data. It begins with descriptive statistics
to summarize key patterns, such as averages and
variability within the dataset. Next, correlation
analysis is applied using Pearson’s coefficient to
identify the strength and direction of relationships
between variables. The analysis then progresses to
regression modeling, specifically using Ordinary Least

4. RESULTS & DISCUSSION
4.1 Descriptive Statistics

Table 1: Operator Financial Performance (2018-2023)

Squares (OLS), to explore how different factors
influence outcomes like profitability and market
share. Finally, moderation analysis is conducted
through hierarchical regression
interaction effects between variables may alter the
main relationships.

All analyses were conducted using SPSS version 28
with a=0.05 significance threshold.

to assess how

Operator ARPU Decline (%) | EBITDA Change (%) Market Share Change (pp)
Jazz -25.4 -8.2 +3.1
Telenor -29.1 -11.7 -1.8
Zong -18.9 5.4 +4.3
Ufone -32.6 -15.1 5.6
4.2 Hypothesis Testing
Table 2: Regression Results (Standardized Coefficients)
Hypothesis B t p R?
Hi: Price — Profit 0.72 -5.31 0.000 0.52
Hz: Price — Share 0.65 4.87 0.000 0.42
Hs: VAS Moderation 0.21 1.92 0.058 0.54

4.3 Key Findings

The research reveals several important findings
related to pricing strategies and their effects. It shows
that a 10% decrease in price leads to a significant drop
in profitability, reducing EBITDA margins by 3.2
percentage points. However, companies that take the
lead in pricing tend to see a market share increase of
0.8% for every 5% reduction in price, though the
benefits lessen with continued cuts. The study also
highlights a clear difference in consumer behavior
between rural and urban areas, with rural markets
being over twice as sensitive to price changes.
Additionally, firms that earn more than 15% of their
revenue from value-added services (VAS) are better

protected from profitability losses, facing a 40%
smaller decline compared to others.

5. CONCLUSION & RECOMMENDATIONS

5.1 Conclusion

In conclusion, this study offers a detailed examination
of how price competition affects profitability and
market share in Pakistan’s telecom industry. The
findings highlight a clear trade-off: while lowering
prices helps operators attract more customers, it also
significantly reduces profit margins. This effect is
especially pronounced rural where
consumers are more sensitive to price changes
compared to urban markets. Operators that have

in areas,
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diversified their income through value-added services,
such as digital offerings and premium features, appear
to weather the financial impacts of price competition
more effectively. These insights underscore the
importance of strategic pricing, not just to attract
customers, but also to maintain financial stability in a
highly competitive environment.

Overall, the research confirms that aggressive price
competition, if not managed carefully, can jeopardize
the longterm sustainability of the telecom sector.
Companies must strike a balance between
affordability for consumers and financial health for
the business. Tailoring pricing strategies to specific
market segments and expanding non-core revenue
streams are key steps in achieving this balance.
Moreover, the study’s use of primary data, combined
with financial and regulatory analysis, contributes
valuable, realworld evidence to the broader
discussion on competitive dynamics in emerging
telecom markets.

The results confirm that while price competition
drives customer acquisition, unbridled price wars
threaten sector sustainability. Operators must develop
more sophisticated pricing architectures that balance
affordability with profitability.

5.2 Recommendations

To ensure long-term sustainability, telecom operators
should shift towards value-based pricing models,
especially for premium offerings, allowing them to
reflect the true worth of services rather than merely
competing on cost. Diversifying into digital services
like financial technology, cloud computing, and the
Internet of Things can also help operators reduce
dependency on core telecom revenues. Additionally,
tailoring pricing approaches based on geographic
differences—recognizing the distinct needs of rural
and urban markets—can improve effectiveness and
customer satisfaction.

Regulators, on the other hand, should introduce
minimum pricing thresholds for essential services to
prevent harmful price undercutting and maintain
industry stability. Encouraging infrastructure sharing
among operators can significantly reduce operational
burdens and promote efficiency. Furthermore,
establishing stronger monitoring systems will help
detect and address predatory pricing practices more
effectively. For investors, the focus should be on

companies with a wide range of revenue sources, as
these tend to be more resilient. Keeping a close eye on
how pricing strategies evolve and evaluating rural
markets independently from urban areas will also
enable more informed investment decisions.

5.3 Future Research Directions

While this study provides valuable insights, it does
have several limitations that future research can
address. One major area is the lack of longitudinal
data, as this research does not track how pricing
strategies evolve over time, particularly with the
upcoming rollout of 5G. Additionally, a deeper
understanding of consumer behavior is needed,
especially how different demographic groups respond
to price changes—something this study does not
explore in detail. Another limitation is the geographic
focus; by concentrating solely on Pakistan, the
findings may not fully capture how the telecom
landscape compares with neighboring South Asian
countries. Finally, the study does not examine the
growing influence of over-the-top (OTT) services, such
as streaming and messaging apps, which are
increasingly reshaping pricing models in traditional
telecom markets.
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