Eoff AR/ — b

Why did the Digital Strategy of the Washington Post Fail?

— The Success of the New York Times and the Failure
of the Washington Post until the Buyout by Jeff Bezos —

Mejiro University, Department of Media Presentation Professor,

Faculty of Studies on Contemporary Society

Media Culture Research Institute of Waseda University Adjunct Researcher

Yoshikazu Mikami

2 B

TRV VORIEZRTHD T =7 - XUTZAD, 01BET A WO THE T vy - KX %
HL7zE ) 22— A3 ETAZ SN, AMHHEDEI LI V7 —F v FOFEIBIZEILS
NTLE 700, o mafriiz, 7225 RVBHEI N2 o7201F, KA MKOTY 5V
WL LSRR TT TIZALRT A N Tho 72130 0 A, 20084FE AR E L CTT Y 7 Vg % D
TW/eZ bt ThHb,

CORMTHEERENZ LIE, ) 20HF K THL =2 -T2 54 AAPKRA MKEITF 57K
RBpb TV Ve TE-2 87, ¥4 LREERETV, 2F ) FIFZVMICHREY AT L4
Z2I0EPSEALTETWS, TS LARZ MRIZSIN T Tl K TF V& VIR ZE$4E L
TWizo ZOREE, 74 5 XF10005 NP EOF RSB 215 L, BISELRE O TREZTRAYA S IUA
% kol 72,

ZOMGE, MHKIIHRE Z 5T 728 W 272597, COTRIEIBERL L7V 5 Vil A2 - 7-0
B TOENRZEDL ) BEREREZITND 7207125 ) ho Kif3e/ — b TlE, JFICT >
YRV RZAMKIZER L, XVAKICHNENL ETOTF IV Z VA ISR LT, ZOK
ERHEHIE, P4 LAAMOBEIIHERDO X T4 THRLIELIREZTWSD, RA MRIZZFNIT &R
ENTIhPobBRDENOTHD, KL/ — b0 ) —DDERIZ, FAMOIEHFEEFT VD
MEEZH LWAELS G LTSI ETHL, 2F D, [HHK] &L LTORZ MROEFRIZON
TThbd, ARTIIHEEKLHY KA MEMOBER 2T, FTEFAKIMT2RAAL)ELTEZD
M FORERBREESPICL T 2 ERET L, ThaeliFz bt YV by - KA b
WOT Y5 NVENEE S L. 7Y 5 VIR OB ERE OB IO W Tl v, fefal, MK B
DI=DAFTTIZ2010E 0 XV AKORA MBI E TOMMICRS 2 & 2 STz Z & 720,

*—7— K

The Washington Post, the New York Times, pay wall, online newspaper, Jeff Bezos, Raju Narisetti,
Marcus Brauchi, Arthur Sulzberger Jr., free media, digital subscription



RYEER

Since 2010, the New York Times created a pay wall and charged for its digital content whereas the
Washington Post continued to offer its online content for free. The Times reached a digital circulation of over one
million in about 3 years but the Post was sold to Amazon Founder Jeff Bezos. Why did the two newspapers choose
different strategies? What was the outcome?

Due to the lack of space, this paper will focus more on the Washington Post strategy than that of the New
Yoke Times. It will draw on materials from the Post and will try to answer why the two companies took different
strategies.

The paper will also argue that maybe it wasn’t a question of Pay Walls vs. Free Media or the Washington
Post vs. the New Yoke Times but more precisely it was Washington D.C. vs. New Yoke. While the Washington
Post is no doubt one of the premier newspapers in the U.S. and a worldwide recognized brand, it is in reality a local
paper; one of the main business strategies of the Post (both in print and digital) is that it is “the indispensable
guide to Washington.”

In the end, the paper would conclude that, contrary to the popular argument, it was in fact a question of an

international paper vs. a local paper that made the digital strategies of the two companies succeed or fail.

Introduction and Background: Pay Walls
vs. Free Media

The world was surprised when it was announced that
Amazon Founder Jeff Bezos had acquired one of the
most prestigious newspapers in the United States: the
Washington Post. Founded in 1877, the Washington
Post represented the best of newspaper journalism in
America and it was a bastion of traditional reporting
highlighted by the exposé of the Watergate scandal in
the early 1970’s that brought down the then President
Richard Nixon.

But with the announcement of the buyout, the
Washington Post was seen as another victim of the
Internet and the digital revolution or of so-called
“media disruption,” i.e. the change that occurs when
new media technologies and business models affect the
value position of the existing media. The Post was, in
short, a representative of a dying industry only to be
bought (or maybe saved) by a new media tycoon Jeff
Bezos. The newspaper industry in the United States
is in dire straits and its print circulation is dwindling,
forcing many newspapers to fold or to go into
bankruptcy. The Washington Post was no exception.

Yet taking a closer look, one cannot easily conclude

that it was a victory of new media over the old. The
Washington Post did try to adapt itself to the new
digital environment by producing online newspaper
content and it was and continues to be one of the most
read digital newspapers in the US. In fact, another U.S.
major daily, the New York Times was able to make
a turnaround by increasing its digital circulation and
digital subscription which could be, however wishful
thinking it might be, one of the possible ways to fix the
broken business model of quality journalism.

The daily print circulation of the New York Times
in the October 2007 to March 2008 period was
1,039,031 (Monday-Friday edition), maintaining one
million copies per day. But in the period from April to
September 2009, the Times’ circulation dropped below
one million to 927,851. The latest circulation figure
was 680,905 for the six-month period ending March
31, 2014, down 7% from the same period of the
previous year, according to the Alliance for Audited
Media (AAM) report. '

However the New York Times total average “digital”
circulation, i.e. those who pay for the digital edition of
the paper, Monday to Friday was 1,341,945 for the six-
month period ending March 31, 2014, 18 % year-over-

year increase. All in all, the total average circulation,
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which includes print and digital, was 2,149,012
(Monday-Friday) according to the AAM report. *

As for the Washington Post, it’s circulation
(Monday-Friday) had declined 6.4% to 582,844
in 2009 for the six-month period from April to
September; the latest figure for the six-month period
ending March 2014 dropped 8% to 436,601 compared
to the same period of the previous year.® The great
difference with the New York Times is that only about
9% of Washington Post subscribers pay for the digital
edition of the paper; the Post’s daily digital subscribers
averaged at 42,313 between October 2012 and March
2013, " the fewest digital subscribers and the lowest
ratio of digital subscribers to print subscribers of any

of the top 10 U.S. newspapers. >

Top 10 U.S. Newspapers Ranked by Digital
Circulation ®

This is in great contrast to the New York Times
which has more digital subscribers than print as its
digital subscription has increased to over one million
readers in just 3 years. ’

Why such a great difference?

Simply put, the answer lies in the difference of the
companies’ online strategies, particularly since the New
York Times started its pay wall from the early 2011.
The Post has far fewer digital subscribers as it offered
free access to the Post’s digital newspaper; the figure
quoted above for the Post digital subscription mainly
consists of paid subscription for the Sunday edition

and its custom apps.

Like the Washington Post, the New York Times
has offered free access to its digital newspaper but
launched a new pay wall from Jan. 2011, allowing
users to read a certain number of articles per month.
This digital payment subscription or a metered system
essentially targets heavy users of the Times content.

In September 2010, just few months before the
Times kicked off its new metered system, the two
executives responsible for the online operation gave
presentations about their different strategies at the
9" International Newsroom Summit of the World
Association of Newspapers and News Publishers
(WAN-IFRA) held in London. Raju Narisetti, then
managing editor of the Washington Post in charge
of digital operation, gave a presentation entitled
“Questions of Survival: Building the Next Generation

Newsroom at the Washington Post.”

Raju Narisetti speaking at the 9™ International News-
room Summit, World Association of Newspapers
and News Publishers (WAN-IFRA) in London 2010.
(Photo by WAN-IFRA)

Also present was Aurther Sulzberger. Jr.,Chairman
and Publisher of the New York Times, who gave a
presentation entitled “Paid content —Quo vadis?”
Coincidentally or not, both were presented on the
same day (Sept. 8, 2010) and roughly four years after
that, one could safely say that the time is ripe for an
appraisal of their online strategies, especially since Jeff
Bezos bought the Post and the paper abandoned its
free access strategy and, like the Times, launched a pay

wall system.



Aurther Sulzberger. Jr. speaking at the 9" Interna-
tional Newsroom Summit. (Photo by WAN-IFRA)

Theoretical Framework/Business Model

The dilemma for digital newspapers today is whether
to deliver the content free or build a pay wall and
charge for a digital subscription. Both strategies can be
applied simultaneously as well and some newspapers
have tried the free model and relied on advertisement
for revenue while also charging the readers for its
premium content.

But the common consensus in the newspaper
industry, especially back in 2009, was that charging for
a digital subscription would not work. The reason was
simple: very few newspapers succeeded in charging
their readers for their content online. Those who
succeeded were a handful of economic newspapers and
it was said that most readers were getting news from
free online news or portal sites.

So when the New York Times announced that it
would build a pay wall and charge the readers online,
many were skeptical about the plan, partly because
the paper had started a digital subscription called
“NYT SELECT” back in 2005 but had abandoned
the scheme in September 2007. Although Aurther
Sulzberger, Jr. denied it, it was widely considered by
many as a failure and another example of consumers’
unwillingness to pay in the world of the Internet.

Sulzberger defended his new plan saying it was a

different system because “NY'T SELECT” mainly

offered “Opinion” and “Column” articles.

On the other hand, the Washington Post took the
exact opposite route, keeping the digital newspaper free
of charge. What were the reasons for these strategies?
Why did the Post and the Times undertake different
strategies? What was the outcome and what are the
lessons one can learn from their experience?

This paper tries to answer these questions and
in order to do so, the paper will draw on materials
from both presentations mentioned above and other
interviews and articles and market data available
during 2011 to 2013, or more precisely from when
Sulzberger made his speech on his new system until
Jeff Bezos’ buyout of the Washington Post. The
reason for limiting the time frame should be obvious:
in the world of the Internet, changes are so rapid
and unpredictable that by the time this paper will
be published, there can be other developments that
can make this paper’s argument and its conclusion
irrelevant.

Also this paper concentrates more on the
Washington Post because, although the Post is the
premiere newspaper of the US capital, it has never
been closely followed in the Japanese media like in
the case of the New York Times or the Wall Street
Journal. Rarely did the Japanese media report on the
Washington Post’s digital strategy and how the paper
went about to implement it.

Another merit of this paper is that it gives another
reason why the Post’s digital strategy was “disrupted”
or, to put it simply, failed to fix the broken business
model of quality journalism. Many industry pundits
have pointed out that digital ad revenue remained too
flat to boost the Post’s fortunes and that readers were
more willing to pay for the content than was initially
expected, making the New York Times’ strategy far
more successful than that of the Post. This paper
analyses a third reason inherent to the main strategy of

the Washington Post as a disruptive factor.
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How to “Digitalize” the Washington Post

Needless to say, the name “Washington Post” is very
closely associated with the paper’s uncovering of the
“Watergate Scandal.” In fact, the Post’s reporting of
the scandal is considered as the pinnacle of American
investigative journalism and it launched the paper
to the forefront of American journalism alongside
with the New York Times. The executive editor who
oversaw the reporting of the “Watergate Scandal” was
Benjamin Bradlee, who was in that position from 1968
to 1991. His successor was Leonard Downie Jr., who
was also involved in the coverage of the scandal. Yet
when Leonard Downie stepped down as the executive
editor in 2008, he was quoted as saying that “as for the
Web,” the Washington Post was “slow to understand

. . » 8
1ts importance.

The old newsroom.
(Photo by the Washington Post)

Old newsroom under construction.
(Photo by the Washington Post)

In fact, the Post was slow to adapt to the Internet
Age and since his departure, the Post finally started in
earnest to make drastic changes. The biggest change
was to bring in new people to its top positions. As
the successor to Downie, the Post appointed Marcus
Brauchi, a former managing director of the Wall Street
Journal, who quit his job soon after Rupert Murdock
took over the paper. Brauchli was in charge of both the
newspaper and the website, whereas the previous editor
had not been in charge of the digital newspaper. It is
reportedly said that this recruitment from the outside
of the organization “surprised the newsroom.”

Brauchi then hired Raju Narisetti, a former deputy
managing editor of the Wall Street Journal as a
managing editor in charge of digital operation. He
had spent the first 18 years of his life in India until he

attended a university in the U.S.

Newsroom under construction.
(Photo by Washington Post)

The new newsroom with Universal News Desk in the
middle. (Photo by Washington Post)



Another change in the top position was appointing
Elizabeth Spayd as managing editor in charge of the
hard-news sections of the newspaper; she became the
first woman to hold that title in the paper’s history.
She had worked in the digital newsroom which was
then at a different location than the print newsroom;
her appointment, said an article in the Washington
Post, was “also an effort to speed up the merger of the
company’s print and online newsrooms.” 9
In addition to these changes at its top positions,

the Washington Post implemented three important

structural changes during 2009 and 2010:"°

1) Integrated two newsrooms into one and
removed physical barriers.

The Washington Post had two newsrooms, one
for print and the other for digital news. The print
newsroom worked with the staft of 650 people and
its role was to create print and online news, operating
a 15-hour newsroom with “a paper first focus.”
Whereas the digital newsroom was staffed with 100
people, its role was to produce and package online
news, focusing on only web content with a 24-hour
production operation. Starting December 2009, the
two offices were integrated in downtown Washington
accompanied by a staff reduced to 580 altogether. Its
role was to create, produce and package contents for
mobile/online and print, and shift toward “a Web First

24-hour newsroom.”

2) Creation of a “Universal News Desk.”

In the center of the new integrated newsroom, the
Post created a “Universal News Desk” which not only
integrated mobile/online and print but integrated
graphics, photo, multimedia, video, chats, social media
and other variety of platforms seamlessly to produce

original content.

3) Moving to Single Publishing Platform.

From July 2010, the Post has started to use the
Eidos system which is channel-neutral, meaning
content can be created for the Web, mobile and print.
The system can hold print, video, audio and other
elements so that multi-platform editors can prepare
content simultaneously for all platforms without
converting so that workflow can be streamlined.

All in all, these structural changes are a multi-
million dollar commitment to face challenges of the
new digital era and are efforts to reduce processing
time and enable the Post to respond faster to breaking
news. The deadline will not be targeted for the
morning paper but, like all news agencies, every minute
of the day 24/7. These were efforts to create a 24-hour
newsroom and a Web-First mode: breaking news will
be reported immediately online as soon as the reporter
gets the scoop and not wait until the morning paper
deadline. Every second is a deadline.

Unlike a traditional newspaper newsroom, all the
reporters will be focused on SEO (Search Engine
Optimization) . For example, reporters will be asked to
write “Republican Party,” rather than “GOP” (“Grand
Old Party”) —although both phrases do mean the
same thing, readers search with the phrase “Republican

Party” and not with the other acronym.

Why “Free?”

Despite all these multi-million dollar investments,
the Post kept its online content free of charge. Online
readers pay zero. Why?

Raju Narisetti himself posed that question: “Why
not charge for access to content online?” and outlined
the three main reasons. First, “there isn’t a clear first-
mover advantage to charging for online content.”
Second, “The risk-reward does not yet work out in the
Post’s favor.” And third, “Display advertising is still

»11

healthy online.
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His explanation meant that there wasn’t enough
proof of success to justify a pay wall business model.
There was no other choice but to rely on advertising
revenue. In fact, The New York Times ended its “NYT
SELECT” because of the huge growth in digital
advertising.

Back in 2010, the Washington Post was the third
most popular news site in the United States after
the Times and USA Today. The Post was afraid that
by creating a pay wall, the SEO would decrease
the number of hits and online traffic and as a result
advertising revenue would fall. Also given the fact that
US newspapers rely for over 80% of their revenue on
advertisement, the Post’s strategy could be described
as a logical strategy back then. Moreover in 2009, the
only growing area of revenue was in fact online display

advertising as the chart below shows."

2009 Results for the Newspaper Division
(primarily The Washington Post) '

Revenue -15%
Online Revenue -8%
Print Advertising* —23%
Online Display Advertising 2%
Online Classified Advertising —24%
Daily Print Circulation® -59%
Sunday Print Circulation® —4.7%
Operating Loss $163.5million
(Operating Loss in 2008: $192.7)

*Denotes results for only The Washington Post

Digital advertising slump

After roughly 4 years since 2010, the Post’s monthly
average unique visitors reached about 19.6 million,
making the paper the second most read news site
in the US after the Times. In terms of readership, a

record number of people read the Post since it was first

published in 1877. Thanks to its online content, more
people are reading Post journalism now than they have
ever before, more than in the heydays of Watergate or
since. But digital advertisement and its revenue did

not increase as much as expected (as the chart below

shows) .

The Washington Post revenue by source

(first line) (second line) (third line)

The chart shows a huge depletion in print
advertising and a flat line for digital advertising.

Says Narisetti: “The Post, like a few large U.S.
newspapers, generates millions in online revenue from
advertising. But we also generate tens of millions
more from print advertising and circulation. The much
anticipated intersection of rising digital revenues and
falling print revenues has already turned into a mirage,
leaving most of us with a cost structure way out of sync
with today’s business reality. What is left is a relentless
pressure to cut back on the single most expensive
cost centre at media companies.: The content creation
engine, a.k.a., our newsroom.”™*

Why did digital advertising remained flat at best?

One reason is in part because digital advertisement
revenue does not reap as much as the print
advertisement. Another reason can in part be found
in the “Lehman Shock” in September 2008 which
plunged the US and the world economy into recession.
In part because the Post was facing much tougher

competition on its own turf from such free news sites



as Politico, National Journal and Roll Call, competing
not only for the readership but for advertisement too.
Robert G. Kaiser, a senior writer and editor who has
been with the Washington Post since 1963, said to this
effect in an interview with the New York Times:
“When I was managing editor of The Washington
Post, everything we did was better than anyone in the
business. We had the best weather, the best comics, the
best news report, the fullest news report. Today, there’s
a competitor who does every element of what we do,
and many of them do it better. We've lost our edge in

some very profound and fundamental ways.”15

Limit of a local media strategy

By the time Jeff Bezos bought the Post, it seemed
clear which paper emerged victorious in a battle against
free or not free, Pay wall vs. Free Media. Probably it is
safe to say that the winner was the New York Times
as its subscription system found a huge readership of
over one million people. In short, The Times’ strategy
worked: a metered system without a pay wall for light
users and allowing readers to read a certain amount
for free and helping to keep the SEO high enough so
that the Times’ articles will not get lost in the Web.
The system also did not charge the users who came to
the Times’ site through various social media network
like Facebook. Clever marketing and aggressive pricing
also helped lure readers. The advent of smart mobile
devices like smartphones and tablets was also a strong
contributing factor. And above all, readers paid. Why?
They paid for content which they deemed was worth
their money.

If the free media strategy didn’t work for the Post,
can a pay wall strategy save the paper? Will the readers
pay to read the Post’s online paper?

Maybe it wasn’t a question of Pay Walls vs. Free
Media or the Washington Post vs. the New York

Times but more precisely it was Washington D.C. vs.

New York.

One of the main business strategies of the Post is
that it is “the indispensable guide to Washington.”
In other words, the paper acted as a local media that
concentrated on being “for and about Washington.”
Most often than not, the Washington Post is
considered by many as a “national” or “international”
paper. But, while the Washington Post is no doubt one
of the premier newspapers in the U.S. and a worldwide
recognized brand, it is in reality a local paper consumed
mostly in Washington D. C..

According to Narisetti, the Post “strategy in
nutshell,” was to serve national (online) and local
(print and online) audiences, with a tight focus on
VVashington.16

However in hindsight this strategy could have
limited its growth in the Internet sphere. This can
be well explained when compared to The New York
Times.

The Times can also be considered a local paper of
New York. But there is a stark difference with the Post:
New York is a city which offers more metropolitan
charm and amusement than Washington D.C. Art,
fashion, music, Broadway, finance —in almost every
field New York is the epicenter of the world and has
much greater impact and influence than Washington.
Readers from all over the world would pay to read
about what’s happening in New York City and the
Times succeeded in capitalizing on that.

Another important difference is that the Times is an
international paper whereas the Post remained “local,”
focusing tightly on Washington D.C. The “roadmap to
economic success” of the Post back in 2010 was:'"”

* Make as much money from Print over the long term.

* Make as much money from Digital over the long term.

- Create new revenue streams.

* Reduce the paper’s costs. Become smaller, but more
focused to make the enterprise stronge

Both the Times and the Post “reduced” its cost
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and staff but the Times stressed the need of quality
reporting and to remain a “global” newspaper.18
Whereas the Post “became smaller” and “more
focused” on Washington and shrank and compromised
its national as well as global coverage. The Post even
closed such important national bureaus such as LA,
Chicago and New York.

In order to survive, the Post had to sack hundreds
of reporters and shut down international bureaus too.
For example, the Post used to have 2 staff reporters in
Tokyo but they have all gone, leaving only a stringer to
cover the country. The Times still has 2 staff reporters
in Japan. The digital readers of the Times can enjoy not
only news on and about New York but also abundant
news and feature stories from around the globe.

A good example of this is the “International
New York Times.” Until 2002 it was published
in conjunction with the Washington Post but the
New York Times took control and the name was
changed to the “International New York Times”
from the “International Herald Tribune.” In 2012,
the Times launched a Chinese language internet site
so as to attract Chinese readers and ad revenue from
international companies seeking business ventures
in China. These endeavors exemplify how much the
Times is committed to international reporting and its
ambition to search for global business opportunities.

Narisetti also made this point: “At the Post, this
really isn’t a question about Pay wall vs. Free Media. It
is really about recognizing that digital is the future but
print is not just the present but also the future as well,
at least the foreseeable future. The debate is whether
we can do well first, as a healthy business, so we can
continue to do good through our journalism and fulfill
our core mission: Being the Indispensable Guide to
V\fashington.”19

Maybe herein lies the essential dilemma of the Post:
the paper had no choice but to keep the online edition

free and rely on the ad revenues because given its tight

focus on Washington, only limited numbers of readers
may be willing to pay for the subscription. But the ad
revenues weren't enough to keep the paper in a healthy
business condition.

Says Narisetti: “What is clear to us is that our
current revenue streams can no longer support our
mission. But what is also clear is that there is no single
consumer pay model on the Web whose friction won’t
meaningfully impact our current $80 million annual

digital revenue, let alone widen that spigot.”zo

Conclusion: Unanswered prayer

It may not be fair to say that the Post failed and the
Times succeeded; similarly it may not be correct to
conclude that the advertising model will not work for
online newspapers, while a subscription model will.
But the fact remains that in terms of revenue, the New
York Times received more money from its readers
than from advertisers for the first time in its history
thanks to the pay wall strategy. In 2013, 43% of the
its revenue came from advertising whereas 52% came
from subscription.

The Post abandoned the free strategy and started
a pay wall system from June 2013. But before it was
able to see any significant turnaround the paper was
sold to Jeft Bezos, the man whom the Graham family
reportedly thought to be the only man who could
turn the tide and reverse the fortune of the Post in the
Internet age.

The new digital innovation team at the Post fell
apart when Narisetti returned to the Wall Street
Journal in Jan. 2012 after 3 years at the Post. Elizabeth
Spayd, the other managing editor also left the Post
by the end of the same year. And Marcus Brauchli
stepped down as executive editor in the end of 2012
and took on a new role working for the Post’s parent
company.

In 2010, Raju Narisetti posed a question that is



essential to the survival of newspapers in today’s digital
era:”!

“How do we allow the enterprise and our mission
to endure for generations, when our core product is in
structural decline and our digital product produces far
less money and is growing relatively slowly, revenue-
wise?”

In 2013, Jeft Bezos told the employees of the
Washington Post when the takeover was announced:

“..There is no map, and charting a path ahead will
not be easy. We will need to invent, which means
we will need to experiment. Our touchstone will
be readers, understanding what they care about —
government, local leaders, restaurant openings, scout
troops, businesses, charities, governors, sports —and
working backwards from there.”*

How newspapers could and should cope with the
Internet age is still mostly unanswered —albeit with
the success of the Times strategy, it may be safe to say
that some, obviously not all, newspapers can and will

survive as long as the readers are willing to pay for the

content online.
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