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Any current survey of television professionals which asks them about the
future is likely to produce a spectrum of views, ranging from impressive
optimism to almost suicidal gloom. On the one hand, an industry about to
tap into many new sources of revenues and able to exploit new distribution
systems; on the other hand, an industry about to face a funding and
competition crisis. My assessment is that the optimists are right – but only
if government and regulators create the right framework, and only then if
industry is prepared to think radically enough to rise to the challenge.

The key elements of the regulatory framework needed for a positive future are:
• an investment-friendly environment, which allows broadcasters, producers

and new service providers to thrive and innovate;
• a clear and effectively policed competition framework, so that the best can

enter the market and prosper;
• a new model for public service broadcasting, which supports a range of

different providers of public service broadcasting (PSB) (competition for
quality) and makes the necessary funding available to those providers.

Perspective: Regulator
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more widespread use of micro-payments, which will enable more on-demand
access to individual programmes or to smaller packages of content. This
creates an opportunity for the development of many more niche content
services – tailored to smaller communities of interest than has ever been
possible through advertising financed programming. Direct payment and
subscription may be much more suited to the new broadband world – in
which viewers are able to (and seem to want to) exercise much more direct
choice and control over the material they access.

And of course, public funding is still a key part of our system – Ofcom’s
PSB review recognised the continued role for public funding, even in the digital
world, and argued that such funding should be made more widely available.

M_"Jw_Q-wG_Z?+-^Z-/G+-?_A
But the world is fast changing, and many of the old aspects of the
broadcasting model are under threat.
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Advertising-funded TV faces a number of key risks. Fragmentation
of audiences, the effect of personal video recorders (PVRs), alternative and
more effective advertising media, and so on – all these are chipping away
at confidence in the market.

Ofcom commissioned a heavyweight study from PwC amongst others
in 2004 to get a better feel for likely future trends in TV advertising. 
The key results were as follows:

• Total TV net advertising revenue (NAR) is likely to continue to grow in line
with the rest of the economy (e.g. in line with GDP).

• A couple of illustrative forecasts showed annual growth rate ranging
between 2.1 per cent and 2.3 per cent in real terms, that is, above inflation.

• Most of this growth, however, is likely to be with the new digital channels
rather than the old networks such as ITV and Channel 4.

While these projections are quite robust for the 5-year horizon, 
it is harder to predict beyond that period, when a combination of digital,
broadband and PVR-type usage could have by then a more radical impact 
on how we access and use TV.

Take PVRs for example – as Tess Alps pointed out in her analysis 
at the Institute for Public Policy Research Media Convention in Oxford, 2005:
• PHD Media research shows that PVR owners currently watch around 40

per cent of their TV in pre-recorded form, and fast-forward the ads 77 per
cent of the time they are watching;

• If, by the end of the decade, around one-third of households have PVRs,
then this suggests that the decline in impacts will be about 10 per cent. At
this level, we might well see the price of airtime rising to offset much of the
drop in impacts, with very little overall effect on the commercial TV market;

• Once all households have PVRs, however, this would suggest a loss of

"-A.X-@C-.>-4CM-P6.-KCNP INX7P+6CW.M-XCM>-

6G

In return, the key players need to plan now for a radically different
future – will the legacy broadcasters step up to the mark or, as sometimes
seems more likely, will it be new names and faces who exploit this new world
more successfully?

In the rest of this paper, I set the scene by looking at some of the key
trends for the next decade, and then explain the importance of each of those
three elements.
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First, let us recognise that the current UK broadcasting model has served
us well for many decades. Its key characteristics have been mixed funding,
extensive and mostly enlightened regulation, and spectrum scarcity which
has provided the means of enforcing a wide range of regulatory obligations.

Ofcom’s recent PSB Review identified three key aspects of the UK
system which help secure the delivery of high quality content:

• Plurality of supply (which has benefited viewers by encouraging competition
between the BBC and commercial broadcasters to provide good popular
programming).

• The different sources of funding available to UK broadcasters, which
support a better range of programming than probably any other system
in the world.

• Spectrum scarcity – which has allowed the regulator to extract key PSB
obligations from commercial broadcasters in return for access to the
valuable analogue spectrum.

These elements have been critical to the success of British
broadcasting. One big difference between Britain and other TV markets
around the world is the key role that the main commercial broadcasters have
been able to play in investing in UK-made dramas, news and entertainment.
Funding from advertising has provided the huge benefit of popular
programming free and available to everyone – creating enormous consumer
value. If that capability is substantially weakened, then the system as a whole
will be weakened.
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Direct payment, or subscription – which has now overtaken
advertising as the biggest source of funding of broadcasting in the UK –
brings many benefits, too. It allows viewers to express direct preferences, 
via the payments system, about what they choose to watch. Programming
decisions are driven not by what advertisers want to see on screen but by
what viewers want to watch, and are prepared to pay for. Direct payment
mechanisms are getting more sophisticated, too – we will soon see much
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In ‘digital world’, the conventional broadcasters won through – 
by using their brands and resources to gain an early-mover advantage in 
new broadband markets. They continued to dominate the sector, exploiting 
content across a range of platforms, and using a mix of advertising and 
direct payment to fund programming. In ‘goodbye TV’, the big broadcasters
were seen as the dinosaurs of the new world, with consumers switching to
new brands and new providers, who were not afraid of cannibalising existing
services and were ready to fully exploit new technologies – often hand in
hand with telecommunications companies, internet service providers, mobile
companies and other new media enterprises.

Whichever of these scenarios is right – if any – the challenges to the
current market players are clear.

N8mm^#/JZ?-_-m^&J/J>+-^8/w^U+
Given this background, what can the regulator do to help?
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First, regulators should avoid any temptation to micro-manage the sector,
and instead create a framework which encourages investment and innovation.
Over time, this means encouraging commercial players to do what they do
best – invest in popular UK-made content which will continue to attract large
audiences. It means imposing fewer PSB obligations (in their narrowest
sense) on the commercial sector, but recognising their continuing contribution
to UK culture and entertainment in the form of high production value drama,
soaps and entertainment programming.

It will be important for Ofcom to work with the industry to allow
advertiser-funded content to evolve to meet viewers’ needs, and to continue
to fund high quality programming for as long as that makes sense. This
means removing any unnecessary barriers to raising funding for programme
investment. In terms of sponsorship, for example, Ofcom has already
recognised that UK rules have been more restrictive than European rules
allow and have consulted on liberalisation. Allowing channels to be
sponsored, relaxing the rules on the content and length of sponsor credits
and widening the range of programmes that can be sponsored will all help –
without causing any significant loss to viewers. 
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Advertiser-funded channels also offer scope to help expand the market;
as long as viewers understand what they are getting. New channels such as
the ‘Audi’ channel are the result.
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around one-third of all commercial impacts – with a potentially serious
negative effect on the value of TV airtime, and a more fundamental threat
to the sector.

+G_QQ+Z?+&-/^-KN*
Coupled with these commercial threats is the impact that they are likely to
have on the viability of the current PSB model. As we move towards switchover,
the existing contract between government/regulator and the commercial PSBs
such as ITV and Channel 5 is breaking down. It has depended so far on the
exchange of analogue spectrum for PSB obligations. But as digital take-up
grows, their analogue licences will soon be worth little to the commercial
PSBs, and after switchover, there will be few privileges that can be traded for
PSB obligations. Ofcom estimated in its PSB review that, as a result, some
£400 million a year of implicit PSB funding will no longer be available to the
system. Similar commercial pressures face Channel 4. The risk is that, unless
something is done to replace this funding, the only PSB provider in the future
will be the BBC. How long will it be then before either licence payers question
their continued payment of the licence fee or the BBC increasingly finds itself
short of enough cash to compete on equal terms with a steadily expanding
pay TV and commercial sector?
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The whole nature of broadcasting could be about to change. We are so used
to the ‘one to many’ nature of the traditional broadcast transmission medium
that we sometimes forget that it is only 60 years old as a mass-market service.
Lessons from other consumer markets which have faced technology change
suggest that it would be unwise to assume that this state of the world will be
with us for another 60 years. In fact, with 6 million broadband connections
already, and 3G mobile beginning to increase take-up, we are already moving
into a very different environment. There is the potential for a radical transformation
of the way in which content is produced, bundled, marketed and paid for,
which could undermine the business models of the conventional broadcasters
unless they anticipate and respond. 

In the ‘Future Reflections’ project, which I led for the Bournemouth
Media School in 2002, four scenarios were constructed to examine how the
broadcasting sector might look in 2012. The two which were felt by observers
to be most plausible – ‘digital world’ and ‘goodbye TV’ – both suggested
a radical change in the market, with digital and broadband bringing new
players, new on-demand services, new forms of interactive content, new
ways of packaging and selling content, and new benefits for consumers. 
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message for traditional broadcasters if they are going to survive is that they
move towards Google territory. The BBC is already testing this hybrid territory
with their trial of a BBC Media Player. 

"-wQ+_#-w^Um+/J/J^Z-8#_U+?^#P
Second, broadband and digital TV have the scope for vastly increasing the
level of competition in the broadcasting sector – and it is the regulator’s job to
make sure effective competition emerges.

Ofcom, as the competition authority for the communications sector, has
more effective powers in this area than any of its predecessor regulators. It can,
through Section 316 of the Communications Act, issue codes and guidelines
that its licensees must follow, to secure fair and effective competition. Likewise,
through the relevant EU directives, it has powers to ensure fair access to
conditional access systems, electronic programme guides and, more generally,
to networks with significant market power.

"-Z+?- U^"+Q-8^#-KN*
The third element of the new framework must be a new model for the sustainable
delivery of PSB. If we do nothing, after switchover the significant risk is that
only the BBC will be left as a monopoly provider of public service content.
This is not a desirable outcome. It risks complacency in BBC programming
decisions, and removes the key feature of competition for quality which has
been so beneficial to the system so far. It leaves only one provider of PSB
news and current affairs. By removing other PSB providers from the system,
it removes scope for benchmarking the BBC’s performance against similar
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Product placement (or product integration) also needs to be reviewed.
Product placement involves the use of an advertiser’s product in a programme
with clear visibility, for example, designer clothes in Footballers Wives, or Evian
water on the table in front of Richard and Judy. Product integration is where
a product is integral to the programme, for example, Amstrad products in
Alan Sugar’s The Apprentice.

At one level, it ought to be relatively easy to have some simple rules
here. With entertainment programmes or drama, the risks seem small (viewers
will be aware that some product placement could be taking place and will
quickly vote with the off switch if its too ‘in your face’). With factual, consumer,
news or educational programming the potential disadvantages are much
greater – viewers will not be able to judge for themselves whether to trust what
is being said in the programme and will be less clear about whether they are
being sold to or being offered independent advice.

In practice, given the blurring of genres in television, it might be rather
more difficult than this to decide what is acceptable and what is not. But that
is not an excuse for not thinking about the issue and hoping it will go away.
We should all welcome new advertising techniques because they can help
fund content that will benefit the viewers. In judging any new proposals the
regulator should balance the benefits of better funded content with the need
for editorial independence.

PG+-?G^Q+-Z_/8#+-^8-m#^_"w_&/JZ?-w^8Q"-m+-_m^8/-
/^-wG_Z?+rX+-_#+-&̂-8&+"-/̂ -/G+-~^Z+-/^-U_ZA�-Z_/8#+
^8-/G+-/#_"J/J^Z_Q-m#^_"w_&/-/#_Z&UJ&&J^Z-U+"J8U-
/G_/-?+-&̂ U+/JU+&-8^#?+/-/G_/-J/-J&-̂ZQA-+G-A+_#&-^Q"-
_&-_-U_&&IU_#P+/-&+#>Jw+r

After all, increasingly this will be the way of the world in the broadband
environment. This is the way that a wide range of future broadband content will
be paid for. Just as now in magazines, in which there is a mix of subscription,
display advertising and clear paid promotional copy, so broadband content
providers will be looking for ways of accessing a range of funding options.
Good magazines make clear the distinction between editorial and promotional
copy; so will good broadband content providers. Think about Google – it wins
your business because it offers fast and independent search, but it also
places promotions on its front page. Both services are of value – but only
because they are clearly identified as being different. If Google lost our trust in
its independent search, it would quickly lose our custom. Audiovisual content
delivered via an enhanced Google-type interface will look to develop similar
funding models. The challenge to other service providers will be to package
all the content in interesting and exciting new ways. Google offers a pure
search model, while broadcasters traditionally have offered a push model.
Clearly viewers will not always want to take a proactive approach to finding
content, they might also want to have content suggested to them. So, the
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For example, on new sources of funding, even in the USA, product
placement is generating only around US$1.9 billion a year. This is not a huge
amount compared with total TV ad spend of US$55 billion (about 4 per cent
of the total). In the UK, we are probably not talking about much more than
£100 million a year in total. And not all of this will be a net gain – some will be
displacing traditional advertising spend. But it is expected to grow (Nielsen’s
Product Placement tracking service continues to show significant growth in
the integration of product occurrences in primetime broadcast network
programming, and its value grew at a compound annual rate of 21.5 per cent
from 1999 to 2004) and could certainly help broadcasters at the margin, faced
with pressures from PVRs and other competitive challenges.
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The regulator already faces the challenges of the global marketplace.
European rules are called into question when film and television producers
who make programmes for the American market can get funding through
product placement. When their programmes are sold in the global marketplace
they are at an unfair advantage compared with European produced
programmes which haven’t been able to benefit from similar funding. With
these programmes already being shown on UK television the effectiveness
of European regulation is ripe for review to level the playing field between
America and Europe.  

In the longer run the future will depend much more on what the
broadcasters can do themselves to adapt to the changing market and
generate new income sources, than on what the regulator can do to help
protect the old ones. Whether it is interactive revenues, or micro-payments,
or a new credit card, more radical options need to be pursued, and they
need to be pursued urgently.

The regulator’s job is twofold – first, not to get in the way of new
developments, where they can benefit viewers, and second to help out with
the overall framework. 

If industry and policy-makers get all of this right, there will be a
competitive framework which helps support a strong commercial sector for
some time to come, and a strong and thriving PSB sector which complements
and helps support the commercial sector – to the benefit of broadcasters,
advertisers and, most of all, viewers. Above all, it needs to be a framework
which looks to the future, and to the potential of new media and distribution
systems, rather than trying to solve old problems for an old model which is
rapidly running out of time.
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providers. By exposing the BBC as the last remaining PSB, it arguably places
the future of the licence fee at greater risk – no longer will there be like-
minded broadcasters in the sector prepared to support the BBC as part of
the overall PSB ecology.

To respond to these concerns, and to help create a PSB provider
designed for the broadband age, not the broadcast world, Ofcom proposed
the establishment of a new publicly funded PSP (public service publisher).
This new organisation would be charged, alongside the BBC and Channel
4, with funding and distributing new types of content, consistent with PSB
values, using the range of new distribution means available to it. It would
provide continuing competition in the provision of PSB, but would also have
a real incentive to think radically about new forms of content and new ways
of making it available to the public.

Over time, it might be sensible, as Lord Burns suggested, to establish
a new independent public service commission which would be responsible for
collecting all PSB funding – from the licence fee and from any other source –
and distributing that funding to the BBC and other providers, such as Channel
4 or the new PSP. In so doing, the new body could introduce a certain amount
of contestability into the allocation of public funding for broadcasting. No
longer would it necessarily be the case that the BBC would automatically be
asked to set up a new channel or service – other providers could bid for the
chance of providing it, too, with the contract going to the organisation with
the best ideas, able to deliver best value for money.  

The Government’s proposed review of the BBC’s funding and the
licence fee model, which is expected during the switchover process could 
well be the trigger for further development of the PSB proposals. Even if the
Ofcom suggestion that a pilot scheme should be set up sooner is not pursued,
over the next couple of years a trial for PSB ideas could be put in place. If that
doesn’t happen, the next opportunity to look at the proposal in more detail
would be the Government’s proposed review of the BBC’s funding during the
process of switchover.

The precedent for alternative use of the licence fee has already been
set through the proposal that some of the licence fee funding should be used
to help pay for the switchover process itself. If the proposal is taken forward
then the PSB could be implemented by requesting tenders from a range of
interested parties for running the contract to provide the service for a period
of time, say five to ten years. A set amount of public money would be set
aside for the range of content and services proposed, and the organisation
offering the most imaginative proposals within that price would be awarded
the contract.
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If these three challenges are met, will the sector’s problems be solved? 
No – the changes likely to occur in the market will have profound and difficult
to forecast implications for all the current players, and for viewers.
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