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Q: Since this is a specialty fund that com-
bines media and telecommunications stocks, how
do you strike a good balance?

A: I own related technology stocks at cer-
tain times that are enablers to each group, pre-
dominantly telecom equipment, and some-
times software. But how do I balance? It's
really about growth versus valuation and
prospects. I look at all companies the same
way across industries. There are a lot of link-
ages and at different times the prospects are
different. Right now, the fund is about 42%
in telecom services, about the same in media
and about 10% in technology stocks. But that
moves around, predicated on where the valu-
ations are and where the prospects are. I
always look at it as the next six months to a
year's time frame when thinking about the
prospects.

Q: What is the fund's strategy and invest-
ment philosophy?

A: Obviously to invest in media and
telecommunications and the enabling tech-
nologies one has to look at the prospects for
each. For example, media companies generi-
cally are just great business models, led by
advertising, but so are subscription companies
like radio, magazines or newspapers. What is
shared across most of the media, except cable,
is great returns on capital, great free cash flow,
and relatively stable growth. In a good econo-
my, most media companies have 7 to 8% top
line growth. In a bad economy, as bad as it's
been last year, most media companies had flat

revenue. And even with flat revenues, most of
them delivered up earnings, because they're
very stable franchises. Right now with the
economic cycle improving, these are the com-
panies that will get the benefits. You get great
positive leverage with these companies,
because the extra dollars of revenue flows
straight through to the bottom line. They're
selling a service. The cost of the good sold is
already fixed. We have a big position in the
radio industry, which will directly benefit
from the advertising cycle and broadcasting.
Within advertising, the areas gaining market
share are cable networks and radio. Even
Disney has great economic leverage in an
improving economy. We own some ad agen-
cies, some of the newspaper stocks. Although
newspapers aren't growing as much, if help
wanted advertising comes back, if classified
comes back, they have a tremendous leverage
from just a little bit of revenue growth. For
telecom services, for all of the problems the
industry has had for almost three years, it's
actually created a situation where the future is
actually quite good. The telecom services
industry is rather low growth, but the winners
and losers have been sorted out. And the win-
ning companies are big, stodgy, low-growth
companies like Verizon. It's no question that
all the competition that was thrown at it did-
n't kill it. Now, you get into a time of modest
growth, good free cash flow, good dividend
yields, and good returns on capital, etc.
Within telecom services, the fund is invested
internationally. In many ways, there are much
better investments overseas than there are
domestically. Three quarters of the telecom
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service holdings, or little over
30% of the fund, are actually
international names, the largest
being Vodaphone. And the rea-
soning is that many of the names
outside the U.S. trade cheaper,
have better regulatory environ-
ments and they have less compe-
tition. Some of them in emerg-
ing markets, quite frankly, com-
panies like a Telmex that trades
at only nine or ten times earn-
ings versus a Verizon that trades
at 15 times earnings. Telmex
actually has better growth prospects
and an easier regulator, a higher
dividend yield, buys back more
stock, paying off more debt, etc. 

Q: How do you arrive at valu-
ations and stock selections? 

A: I actually go through
every company and ask what's
their near-term growth, and
what's their longer-term growth
because they very often are dif-
ferent. Then I look at every
industry or company and I ask
what's their structure and posi-
tion in that industry. Is it getting
better or worse? Are there too
many competitors? Is the com-
pany gaining market share or
losing share? Is their subindustry
gaining share, like radio is gain-
ing share in advertising? What
are their margin trends? These
are the things I look at. Market
share trends and pricing power
are important to me. Product
cycles are important. Those are
some of the things I look at from
a long list. If all of those things
score well, I'm willing to pay a
premium. If they tend to score
poorly, even if something looks
really cheap, I am cautious. 

Q: Do you have a team of
researchers backing you?

A: We have about 40 in
worldwide research. Between
media, technology and commu-
nications, because I also manage
a technology fund, we have about
a dozen analysts that work with
us around the globe. Four are in

Europe. One is in Asia. And the
rest are here, all in different dis-
ciplines. We are quite blessed
with a pretty good team. I spend
over 100 days a year on the road.
How can you figure out whether
to own Nokia unless you visit
China? China is almost 25% of
all the handsets sold in the
world. China is the largest wire-
less handset market in the world
with over 190 million subscribers.
It's the fastest growing, with 60
million new customers last year
and there's only 140 million in
the world that are new. 

Q: This suggests that you don't
rely heavily on wirehouse research.

A: No. We work with them.
What they're good at is informa-
tion flow and access to compa-
nies. We have wonderful access
ourselves, but Wall Street firms
can help enhance that. Very
often they're closer to the
knowledge than we are, but we
still have to process it.

Q: What about the U.S. wire-
less carriers?

A: In the U.S. you have six
wireless carriers beating each
other's heads. Overseas, you typ-
ically only have three in most
markets. Wireless is a commodi-

ties business, with the dominant
carrier having a 50% market
share. American Mobile, the
Mexican wireless carrier has a
78% market share. Its margins
are expanding, it has better
growth than the U.S. and it
trades at only two-thirds of the
valuation of a U.S. company.
Telecom Italia Mobile in Italy
has a 58% market share. There
are only three competitors. The
reason for such a global approach
to telecom services is the issues
are the same everywhere, but the
regulators are different. In many

places you have much better
structure of industry regulation.
Regulation is getting a little bet-
ter in the U.S. but it's still much
worse than internationally. Wireless
has six players. We have hopes
for consolidation, but it's only
hopes. Elsewhere we have reality. 

Q: What is the outlook for the
technology enablers that currently
make up only a small portion of
total holdings?

A: If you look at the technol-
ogy holdings, 10% is quite low.
It could be as high as 40 to 50%.
Telecom service companies are
going to grow modestly. Their
capital spending can only grow
as fast as their own revenues.

Meanwhile, many technology
companies that sell into them
are trading at north of 30 times
earnings, double the valuation of
a telecom company. The prospects
are really no different. Their
overall growth is like a food chain.
If your customers aren't grow-
ing, you can't grow. With the
recent rally in the market and
the hopes and dreams going on
now, a lot of these companies
have gone too far, too fast. We
own Cisco in data. Nokia and
Qualcomm are the dominant
players in wireless, but wireless
and data are taking share from
fixed services. 

Q: There is a speculation
underway about changes in regu-
lations that will benefit them.

A: The FCC regulations will
change and the Bell operating
companies will have a victory. I
will grant you that, but it won't
be a complete victory. If you
actually look at what the attrib-
utes of that victory will do, the
tough regulation in the U.S. has
a lot to do with reselling residen-
tial lines. It's called unbundled
network elements. It's forcing
the incumbent company to resell
those lines. It's not affecting
their enterprise or commercial
businesses. It's really affecting
their residential business. When
they get that regulatory relief,
it's not going to affect line
growth. I think the exuberance
stemming from the potential
regulatory relief is flawed. The
reason it's flawed, is even with
the relief, line growth isn't going
to change. The whole substitu-
tion effect of data and mobile
and what it's doing to the fixed
network is not going to change
one iota. The regional Bell oper-
ating companies are not going to
spend more just because they
have relief; they're just going to
make more profits. 

Q: So, some of the growth in
telecom is in mobile and data serv-
ices and equipment.
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A: Yes. The growth from
telecom is coming from mobile
and data. They will spend on them,
but they're spending on them
right now. Where they're con-
straining and cutting their spend-
ing is on their fixed voice net-
works. There will be some bene-
fit in DSL to the home, but Alactel
will be the big winner there, not
Lucent nor Nortel because it

already has over an 80% share of
DSL in North America. To the
extent that data growth is a little
better, that's more Cisco. I play
bottom up and top down, but the
top down part of how I'm play-
ing it is where the revenue pie is
headed. We know it's headed to
data, mobile, and wireless. In
media, it's headed out of radio
and into cable networks and
away from publishing, etc. If the
trend is your friend, then you
pick the best stocks at obviously
reasonable valuations. Players
that are gaining market share.
You can do powerfully better. A
Lucent and a Nortel, they actu-
ally sell into markets that are
shrinking. It's hard for them. 

Q: This idea that the world
would covert to fiber optics hasn't
materialized. 

A: Long haul transport is
very important. It's wonderful.
What happened is the technolo-
gy is so good that we have a
tremendous capacity, more than
we need. It's funny. When the
technology gets so good, all the

optical companies were able to
put in so much capacity so fast
that there's not a lot more need-
ed. Where there is tight capacity
is in the mobile networks because
they've given you all these buck-
ets of minutes. But even in
mobile, if you look at the equip-
ment vendors, they've seen tech-
nology leaps in the past 12 to 18
months so you can get 70%
more capacity for the same spend-
ing. The beauty of technology is
that it gives you more for less.
The problem for an equipment
vendor is selling more for less
isn't good. So I'm much more
biased to the service providers
and media companies than I am
toward the technology enablers.

Q: The fund has a high
turnover rate, roughly 200%.

A: I'm very valuation centric.
As they rally, I tend to trim and
wait for the bad days and I tend
to buy them back. 

Q: You have some micro cap
stocks in the fund. Is there growth
in them?

A: No. I invest in anything I
find interesting. But with the
smaller cap names you don't
want to make them your biggest
positions because they're so
illiquid. Honestly, I have to
admit that I learned that the

hard way earlier on in my career.
If you find a small interesting
company that you love, you can
own 1% of it in the fund. If you
love Verizon, or Viacom or
Vodaphone, it's okay for it to be
5 or 6% of the fund. If you
wake up and find that you're
wrong, you can manage the
position. The smaller names
aren't there to watch them. I

have just as much conviction
with them; it's usually a liquidi-
ty thing, or a prudent man rule,
I'm observing.

“I play bottom up and top down, but the top down
part of how I'm playing it is where the revenue pie is headed.”

Robert N. Gensler and a global research team constantly
weigh out the prospects for companies in a dynamic industry
with an eye for spotting both near-term and longer-term
trends. Mr. Gensler has been with T. Rowe Price since 1993
serving first as a telecom analyst before assuming the role as
lead portfolio manager. He has a B.S. from the Wharton
School, University of Pennsylvania, and M.B.A from Stanford
University.
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