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1. Concepts

The last years of the twentieth century have been witness to three mo-
ments of far-reaching consequences and great symbolic significance:
in the political arena, the fall of the Berlin Wall spelt the end of the di-
vision of the world into two antagonistic blocs; in technology, the de-
velopment of the Internet meant that information could be transmitted
and interpersonal communication could be conducted instantaneously
and cheaply between people of different countries and continents; and,
from the economic viewpoint, the birth of the World Trade Organiza-
tion heralded the arrival of a globalised world, with increasingly few-
€r economic barriers.

The communications industry has been no stranger to that phenome-
non, characterised by the creation of greater links between people who
are not geographically close and by the competition of corporations in
a global marketplace. For instance, in the year 2000, 40% of the merg-
ers and takeovers of companies on a global scale —whose value
reached the record figure of 3.5 trillion dollars— took place in the
telecommunications, new technologies and communications compa-
nies sector '. That year, two of the largest concentration operations
were carried out by communications groups: AOL acquired Time-
Warner and Vivendi gained control of Universal.

The globalisation phenomenon has re-opened the debate on the con-
centration of communications companies. Some of the controversial
issues remain the same as those raised in earlier decades: Do citizens
have access to differentiated sources which are really accessible so as
to be able to compare information and make informed decisions? Do
market conditions provide favourable conditions for the entry of new

1 Teresa La Porte et al. (V1.2001), Globalisation of the Media Industry and onsil?le
Threats to Cultural Diversity, report prepared for the European Parliament. University
of Navarre, Pamplona.

CONCEPTS

June 2002 i Number Three



ALFONSO
SANCHEZ-TABERNERO
MIGUEL CARVAJAL

June 2002 ! Number Three

MEDIA CONCENTRATION IN
THE EUROPEAN MARKET.
NEW TRENDS AND CHALLENGES

contents providers? To what extent should a communications compa-
ny be allowed to grow in a market? How and by whom should the con-
centration processes of communications companies be regulated?

However, today new challenges and voices of alarm have been raised,
fuelled by irrefutable figures as well as groundless fears. In the first
section of this chapter we will study the main theories and concerns on
media concentration; we will then go on to analyse conceptual aspects
which will allow us to identify the scope and real nature of this phe-
nomenon: Where does the difference lie between industrial concentra-
tion and market concentration? When can it be affirmed that a physi-
cal or judicial figure controls a company? Which markets are relevant
for the study of concentration processes (local, regional, national, in-
ternational)? How do concentration processes come about; and what
kind of communications groups emerge as a result of the mergers,
takeovers and launching of new media?

1.1. Main Hypotheses in Recent Research

Thucydides provides us with the first surviving written testimony on
the effects of the concentration of power. This Greek historian fought
in the Peleponnesian war in the fifth century B.C.; pondering on the
causes of the defeat of powerful Athens by Sparta, Thucydides left for
posterity his pithy vision of the mechanisms of politics and govern-

ment: “hegemony annihilates itself™.

So, the Athenian historian considered that any attempt to control mas-
sive power over a long period of time was destined to failure: just as
in the myth of Sisyphus, reaching the goal was easy, but he would in-
exorably fall down the slope again just as the desired end was on the

point of being attained.

2 See Simon Homblower (1991 ). A Commentary on Thucvdides, Clarendon Press. Oxford.



In the business arena, history also shows that unfettered growth pro-
duces paralysis, a loss in flexibility, excessive bureaucracy and a
weakening of the corporate culture: indeed, the rankings of the largest
companies show constant fluctuations and few hegemonic positions
sustained over time.

Despite this, the awareness of this fact does not help to reassure many
writers. Marx, will say, for example, that without the coordinated a(f'
tion of the weakest (the proletariat), the strongest (the owners of capi-
tal) ~even though they may not always be the same— will tend to ex-
ploit the rest.

Even though hegemonic positions do not tend to last for long, and al-
though in today’s society there does not appear to exist a class .f;trug-
gle, there are risks of dominant positions in any market: at least in the
“transitional periods” —when a company has achieved a good. growth
rate but has not yet felt the negative effects of its inordinate 51ze.—‘ the
concentration of power can prove to be an obstacle to free competition.

In the area of communications, situations of hegemonic power are 'par-
ticularly serious: as well as obstructing the entry of ne'w competitors
into the market, they hinder the exchange of ideas and 1mpl.y .that on;
business group may exert undue influence over political decisions an
public opinion.

For this reason it is not surprising that the first systematic reﬂef:tlons
on the effects of the concentration of communications compames. g0
back to the Second World War: in 1942, H. Luce, founder of Time
magazine promoted the work of the Hutchins commission, WthE after
several years of investigation published the celebrated .repoft Free-
dom of the Press”. Already then, the Hutchens report identified the
phenomenon of concentration as one of the three great dangers for the
freedom of the press>.

l 3 William E. Hocking (1947), Freedom of the Press. A F rameiwonf' of PEI";](_":P’?(; grf::
port from the Commission on Freedom of the Press, The University of Chicag SS.
Chicago, 142.
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In Europe, in the sixties and seventies, the governments of some coun-
tries, the European Council and the Commission of the European
Community began to take an interest in the possible negative effects of
the growth of companies; in that context can be found the report drawn
up by M. Leynen in 1979 —which would be a working document for
the Council—, the national reports ordered by the Commission, espe-
cially from 1978 onwards, the report presented by E. Gunter to the
German government in 1967, the Rodgers report (1975) and the report
conducted by G. Vedel for the economic and social Council of France

(1979).

Also in those years the first work on the problem of the lack of trans-
parency in the capital of communications companies was produced
(M.H. Seiden, 1974), and on the effects of concentration in the politi-
cal system (H. Schiller, 1976) and on the homogenization of contents

(W.T. Gormley, 1976)*.

Concentration was a reality clearly bounded by national borders: in al-
most every country, the presence of foreign companies was hardly sig-
nificant. so that the studies were decidedly national in nature. In Eu-
rope, with the exception of Great Britain, Finland and Luxembourg,
the audiovisual sector was dominated until the mid-seventies by pub-
lic monopolies, which —at least in theory— had been conceived, among
other reasons, to guarantee information pluralism. Therefore, until the
nineteen eighties, research on media concentration in the old continent
tended to be limited to analysing the degree of press concentration in

each country.

From the nineteen eighties onwards, work was published on the con-
centration of the print and audiovisual media, but almost always from
a “national” perspective. In some cases, such as in the work published

4 On those first works referring to concentration, see Carles Llorens-Maluquer (2001),
Concentracion de empresas de comunicacion y el pluralismo: la accion de la UE, doc-
toral thesis, Universidad Auténoma de Barcelona, Barcelona,



by G. Wedell and G. M. Luyken’ or J. P. Jeandon$, the European mar-
ket was analysed but only as a mere account of the situation of various
national markets; it would still take some time before the first quanti-
tative analyses exploring the problems and challenges posed by the
concentration of communications media in the European market would
make their appearance.

Another line of work —particularly prolific in the eighties— refers to the
so-called “critical theory”’. This academic school, quite broadly de-
fined, is made up of researchers who assume some historical and eco-
nomic postulates of Marxism and a great many of them have been
trained in the area of political economy. Of the most well-known wor k
of this period are the studies of J. Curran and J. Seaton®, A. and M.
Mattelart® and B. Bagdikian'. In Spain, the works of E. Bustamante
and R. Zallo" and J. C. Miguel'? stand out. Those books refer, above
all, to the hypothetical negative effects of concentration; however, not
one of them is based on quantitative analyses of the market.

Other research makes an analysis of the legal aspects of concentration,

5 George Wedell and Georg-Michael Luyken (1986), Media in Competition, The Euro-
pean Institute for the Media, Manchester.

6 J. P. Jeandon (1988), Impact des nouvelles technologies sur la concurrence dans l'in
dustrie de la télévision en Europe, CEE, Luxembourg.

7 See Hanno Hardt (1998), Interactions: Critical Studies in Communications, Media &
Journalism, Rowman & Littlefield, Lanham.

8 James Curran and Jean Seaton (1981), Power without Responsibility: The Press and
Broadcasting in Britain, Fontana, London.

9 Armand and Michzlle Mattelart (1986), Penser les media, Editions La Decouverte,
Paris.

10 Ben Bagdikian (1990), The Media Monopoly, 3d ¢ Bacon Press, Boston.

11 Enrique Bustamante and Ramén Zallo (coord.) (1988), Las industrias culturales en
Espafia, grupos multimedia y transnacionales, Akal, Madrid.

12 Juan Carlos de Miguel (1993), Los grupos multimedia. Estructuras y estrategias en los
medios europeos, Bosch, Barcelona.
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such as the work of A. Van Loon and G. A. L. Schuijt'?, or A, Lange and
J. L. Renaud'®. On the other hand, B. Compaine'’, B. Guillou'®, R. Pi-
card!’, A. Nieto and J. M. Mora'® and F. Cabello' are more interested
in company strategy and the typology of communications groups.

In 1993, A. Sdnchez-Tabernero. with the collaboration of several re-
searchers of the European Institute for the Media, published the first
study on concentration in Europe based on a detailed quantitative
study of 17 countries. The Institute itself has continued this line of
work with partial reviews of the report or with the analysis of new
problems. Other Institute researchers prepared several documents at
the request of the Commission of the European Community, such as
the “Transparency and Media Control in Europe” report, published in

1995.

In the nineties —especially towards their close— partial studies on con-
centration in Europe have been published with diverse approaches and

contents:

a) Analysis of an exclusively national scope;

13 Ad van Loon and G. A. L. Schuijt (1989) Cross media ownership, Institut voor infor-
matierecht, Amsterdam.

14 André Lange and Jean Luc Renaud. The Future of the Audiovisual Industry in Europe,
The European Institute for the Media. Manchester.

15 Benjamin M. Compaine (1982) Who owns the media?. 2™ ed. White Plains, New
York.

16 Bernard Guillou (1984) Les stratégies multimedias des groupes de communication. La
Documentation Frangaise, Paris.

17 Robert G. Picard (1989), Media Economics, Sage, New York.

18 Alfonso Nieto and Juan Manuel Mora (1989), Coneentracian informativa en Espana.
Prensa diara, S. P. Universidad de Navarra, Pamplona.

19 Fernando Cabello (1999), £l mercado de revistas en Espaiia. Concentracion informa-
tiva, Ariel, Barcelona.



b)

c)

d)

e)

Compilations of legislation in the European arena, the most no-
table is the book by E. Machet and S. Robillard?;

Analysis of the “new world order” of information and proposals on
the need for limiting the power of the giant communications com-
panies: C. Hamelink®', N. J. Woodhull and R. W. Snyder?, D. Al-
ger?;

Reports on concentration or on the lack of transparency in the ad-
vertising industry, both from the perspective of the advertisers as
well as from the position of the advertising intermediaries: R.
Rijkens?* and F. J. Pérez Latre?’;

Biographies of the principal company owners and studies on the
communications groups: J. Tunstall and M. Palmer®, K. Maney”’;

Studies on the communications industry in Europe: A. Pilati and G.
Richeri?* and annual reports by agencies and media buying com-
panies (Zenith Media), investment banks (James Capel), research

| 20
21

22

24

25
26
27

28

Emmanuelle Machet and Serge Robillard (1998), Television & Culture: Politics &
Regulation in Europe, The European Institute for the Media, Diisseldorf.

Cees 1. Hamelink (1994), The politics of world communication: a human rights per-
spective, Sage London.

Nancy J. Woodhull and Robert W. Snyder (eds.) (1998), Media Mergers, Transaction
Publishers, New Brunswick.

Dean Alger (1998), Megamedia: how giant corporations dominate mass media, distort
competition and endanger democracy, Rowman & Littlefield Publications. Lonham.

Rein Rijkens (1992), European advertising strategies: the profiles and policies of
multinational companies operating in Europe. Cassell, London.

Francisco J. Pérez Latre (1995), Centrales de compra de medios, EUNSA, Pamplona.
Jeremy Tunstall and Michael Palmer (1991), Media Moguls, Routledge. London.

Kevin Maney (1995) Megamedia Shakeout: the inside look at the leaders and the los-
ers in the exploding communications industry, Wiley & Sons, New York.

Antonio Pilati and Guiseppe Richeri (2000), La fabbrica delle idee, Baskerville, .Bolo-
nia. See also, Antonio Pilati (ed) (1993), MIND Media Industry in Europe. ). Libbey.
London.
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institutes (IDATE, The European Institute for the Media) and pub-
lic institutions (the European Audiovisual Observatory).

However, no up to date analysis of the phenomenon of the concentra-
tion of communications corporations in Europe has been carried out in
the last few years. This study takes into account certain facts which
were barely conceived of or had not become sufficiently important at

the beginning of the last decade:

a)

b)

c)

The globalisation of markets and the emergence of new media
have changed the notion of “relevant markets”: they can no longer
only be linked to geographical areas bounded by national borders.

The development of new technologies necessitates the establish-
ment of two types of mechanisms ensuring free competition: some
refer to distribution (systems preventing discrimination in access
to the “highways™) and others to content (media ownership and

market shares).

Concentration in the advertising sector has provided advertising
agencies and media buying companies with enormous negotiating
power; for this reason, proposals on a possible review of the legal
framework must be formulated without excessively weakening the
media’s position with regard to the advertising intermediaries*’

Let us now go on to examine the cases where company growth results
in a market concentration; we will also examine the mechanisms —as
well as industrial growth— which can cause the appearance of hege-

monic groups.

29 A detailed aspect of this phenomenon can be seen in Francisco Pérez Latre and Sergio

Puertollano (2000), Planificacién de medios en mercados locales: situacion, proble-
mas y oportunidades, in VV.AA., “Estudios de Empresa Informativa. Homenaje al

Profesor José Tallén”, U. Complutense, Madrid, 529-535.



1.2. Industrial Concentration and Market Concen-
tration

Concentration can be analysed from the market viewpoint or from the
perspective of the companies. In the first case, concentration increases
when the position of dominance or influence of the main companies
becomes stronger, the public’s power of choice is reduced and when
some “independent voices” disappear. From the business point of
view, concentration implies industrial growth of the communications
groups.

Some processes of industrial concentration do not generate market
concentration: for example, if a company which owns radio stations in
Greece and is not present in the Swedish market sets up a new radio
station in Stockholm its industrial concentration will be increased but
it will also cause a fragmentation of the radio broadcasting market of
that capital city.

On the other hand, market concentration may not be the result of the
growth of a company: in many European cities and especially in the
United States, newspaper closures have given rise to their competitors
becoming local monopolies.

As Compaine and Gomery warn, monopolies and oligopolies are won-
derful for the owners of the companies which find themselves in a
privileged position, but are seriously harmful both for the companies
attempting to penetrate the market as well as for consumers®. For this
reason, there is general consensus on the need to avoid positions of ex-
cessive domination which may imply a likely risk for free competition.

But controversy does not arise in the field of general principles but
when practical applications are put forward. For example, what is a

30 Benjamin M. Compaine and Douglas Gomery (2000), Who owns the media? Compe-
tition and concentration in the mass media industry, Erlbaum, 3™ ed., Mahwah. N.J.,
511-520.
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“reasonable” market share? Should the same maximum share be es-
tablished for each type of media: newspapers, magazines, radio sta-
tions etc.? What is a meaningful geographical area: local, regional. na-
tional, European? Do there exist other ways of gaining dominant posi-
tions which do not involve market percentages: for example, the con-
trol of “bottlenecks™ in production or distribution”? When can it be de-
termined that an owner or group of shareholders “control” a company?

Some of these questions do not allow for a “scientific™ reply: there is
no easy way to distinguish whether it is better, for example. that a
communications group reach 25% of the market share in daily press,
radio and television or that it possess 50% of daily press circulation,
but is not present in the other two product markets. It is not even pos-
sible to formulate criteria applicable to heterogencous markets: legis-
lation could ban a television company from holding 40% of subscrip-
tions to pay television channels in the United States with the aim of
avoiding a situation of domination: however, in much smaller mar-
kets, a lower percentage could present difficulties for the company’s
economic viability.

In order to avoid these cases. the regulatory and control bodies tend to
concentrate their activity on external growth processes: they examine
if mergers or company takeovers give rise to situations where there is
a risk of abuse of a dominant position. In contrast, they usually place
less emphasis on the analysis of the internal erowth processes (launch-
ing of new media) and on other factors which favour market concen-
tration (such as the disappearance of competitors)*'.
The regulation of external growth has the advantage ol being able to
be carried out “ad casum™: each concentration operation is studied and
it is decided if it should be approved, banned or permitted. but on con-
dition of fulfilling some requirements (such as carrying out divest-

31 See Pierre Larouche (2000), Competition, law and regulation in Ewropean telecom
munications. Hart Publishing, Oxford.



ments or making the commitment not to hinder competitors’ access to
distribution channels).

On the other hand, internal growth is more difficult to deter, for at least
three reasons:

a)

b)

c)

Firstly, because —in those cases— one or several companies’ in-
creased presence in the market is a consequence of their capacity
to innovate and their favourable reception by the public: anti-con-
centration measures would mean that a company in a dominant po-
sition would be prevented from launching new media in the same
market or from increasing the transmission or audience size of the
media it owns. That is to say, restricting the possibilities of inter-
nal growth would be tantamount to penalising innovation, the
search for higher quality and the decision to take on business risks.

Also, the increase in a communications group’s market share could
be compatible with increased offer available to the public; this has
been the case, for instance, in many countries around the world in
the last twenty years with the proliferation of television channels:
in some markets, the leading television company has set up new
channels and has even increased its market share, but the public
has many more options at their disposal, even though several share
the same ownership.

Finally, it is certainly not easy to determine on a hard and fast rule
on what should be the maximum levels of market concentration
not to be exceeded under any circumstance. Those market shares
should be established for each type of media (newspapers, maga-
zines, radio, television....) and for each type of market (with regard
to its population). They should also include provisions for “cross
ownership” for multimedia corporations. On the other hand, mar-
ket share could be calculated based on the time the media are con-
sumed by the public, on the total turnover figures of the companies
in the sector or on the advertising market.
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There are several procedures for the calculation of the degree of mar-
ket concentration: some —such as the Index of relative entropy— are not
widely used, owing to their excessive complexity*2. Others. such as the
Curve of Lorenz, permit a graphic approximation to the problem of
concentration, but are not particularly appropriate in enabling regula-
tory bodies to reach decisions.

The Curve of Lorenz compares the real situation of concentration with
a hypothetical case in which concentration would equal zero. The ver-
tical axis indicates the number of companies expressed cumulatively
and as a percentage, from lower to greater; the horizontal axis shows
the chosen variable (turnover, market share, etc.), also expressed by a
cumulative percentage. If the size of the companies —referring to the
variable chosen in order to measure the degree of concentration— is the
same, the Curve of Lorenz will be where the graph is bisected: and the
further away the line is from the diagonal, then greater will be the de-

gree of market concentration®.

Other measurement systems are not precise enough: for example, the
Gini Index merely expresses in mathematical form what the Curve of
Lorenz shows graphically: it takes the rate of the numerical distance
between the bisector of the angle and the real curve of Lorenz. With re-
gard to the “Four firm concentration ratio” (CR4), this is limited to
adding up the market shares of the four leading companies in a market.
So. in a market A where one company has a 77% share and another
three have a share of 1% each one, then it will have a CR4 of 80. Mar-
ket B where the four largest companies have 20% each will have the
same CR4; however, in this second case. the chances of a company
abusing its dominant position are fewer.

One of the procedures most applied for measuring the intensity of

32 See,e.g. Jong, H. W. from (1989). Dynamische Markitheorie, Leiden. Stenfert Kroese

33 See Alfonso Nieto and Juan Manuel Mora (1989). Concentracion infornmativa en Es-
paiia: prensa diaria, Servicio de Publicaciones de la Universidad de Navarra, Pam-

plona, 59.



competition or the degree of concentration in a market is the Herfind-
ahl-Hirschman Index (IHH); it is a simple formula and expresses more
than the CR4; it is calculated by adding together the squared market
shares of the companies of a certain sector.

We will look at two cases. In market A there are only four radio com-
panies with the following audience shares: 70%, 20%, 5% and 5%.
The ITHH of this radio station market would be 5.350 (the added
squared figures of 70, 20, 5 and 5). In market B there are also only four
radio stations, but each one of them has an audience share of 25%; in
this case, the IHH would be 2.480, which is the sum of adding four
times squared 25. A higher IHH means a higher level of market con-
centration and a lower intensity of competition.

The IHH is useful for comparing situations of concentration in differ-
ent markets and for viewing over a period of time the evolution of the
intensity of competition in a market. However, it is impossible to es-
tablish an IHH from which it can be said the degree of concentration
is “excessive” or “not tolerable” for the regulatory authorities: that fig-
ure depends on the characteristics of each market, the type of business,
and, in the last analysis, on the decision taken by the public through
their political representatives.

For instance, in some countries, people may be more concerned by the
risk of cultural colonialism than by the growth of home-grown com-
munications corporations; this has traditionally been the case in Aus-
tria, Ireland and the French-speaking area of Belgium, as they are the
natural areas for expansion for companies from Germany, Great
Britain and France respectively. This circumstance explains why the
legal frameworks of the first three countries mentioned permit a high
degree of concentration, favouring the development of Austrian, Irish
and Belgian communications companies.

Market dominance has been calculated up till now with regard to two
possible realities; the total company turnover and audience share or
(distribution) reached. However, it would be more significant to
analyse the share reached of the public’s time: this system would not
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only enable a joint measurement to be made of all the media’s presence
in the market —print, audiovisual and interactive— but it would also
more clearly reflect the capacity of each company to modify public
opinion; a monthly magazine read for half an hour would not have the
same influence as a television channel with a viewing time of two
hours per person, even though the number of readers and viewers were

the same.

Having said all this, regulators should establish measurement and con-
trol systems of the degree of concentration which can be put into prac-
tice; because to attempt to establish the “perfect system™ would mean
also having to analyse the degree of public attention, the place of con-
sumption, the type of contents offered by each medium, etc. And those
realities are of such complexity that to measure them is impossible or

would require too disproportionate a cost.

There also exist other possible ways of abusing a position of domi-
nance in a market which do not originate in achieving a particularly
high turnover or share of the audience: vertical integration implies that
one or several companies can control some “bottlenecks™ in the
process of the preparation or distribution of contents and can acquire a
position of “gatekeeper” which means they can prevent the appearance

of competitors and impose conditions.

In latter years the most widely known case in the world of possible
abuse of its dominant position through a strong vertical integration has
been that of Microsoft: in the US and EU the organisms charged with
defending competition examined if the link between the operative sys-
tem (Windows) and the browser (Explorer) implied disloyal competi-
tion for other companies (such as Netscape) and represented a mid-
term risk for consumers both with regard to price policies as well as a

loss in incentives for innovation.

In the area of audiovisual media, there are a number of types of possi-
ble “bottlenecks™: exclusive broadcasting rights of some programmes,
conditional access systems (decoders, browsers, guides of electronic



programming and operative systems), and telecommunications sys-
tems (cable and terrestrial or satellite digital television platforms)*.

Occasionally, attractive programmes can encounter insurmountable
difficulties in reaching the public when no access is available to the ap-
propriate distribution channels. And, in the opposite sense, the eco-
nomic viability of some distributors may depend on their being able to
acquire certain contents (especially rights to broadcasting sporting
events and to the most popular films). On the other hand, in the print
sector competition is rarely distorted by a process of vertical integra-
tion.

In this study some systems are used to analyse the degree of concen-
tration which, despite their drawbacks —as we have already mentioned,
all measurement processes are necessarily limited—, allow for the iden-
tification of the fundamental problems of concentration of communi-
cations companies in Europe. In the quantitative analysis in chapter 11
the market share of the leading companies in each sector is indicated
and their evolution between 1990 and 2000 is analysed. Other prob-
lems referring to the possible distortion of free competition are
analysed with the study of particularly significant cases.

In the following section of this chapter we will deal with a controver-
sial issue: how can we determine that a certain physical or legal figure
has gained control of a communications company?

1.3. The “Control”’ of Companies

Since 1776 when Adam Smith published his “Inquiry into the Nature
and the Causes of the Wealth of Nations” the idea that rivalry between
different companies in a market generates products.and services of

l 34 Alberto Pérez Gémez (111.2000), Las concentraciones de medios de comunicacion,
“Cuadernos del CAC™, 85.
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higher quality at the l'owest possible price has had huge currency. Most
researchers and policy-makers consider that competition not only
guarantees those advantages for the consumer, but also favours entre-
preneurial innovation and plurality in information™.

Even still, some writers argue that the main incentive for a company to
innovate lies in being able to dominate a market and benefit from its
hegemonic position: without those prospects companies would reduce
investment in R+D; according to this theory an imperfect market is, to
a certain extent, desirable so that innovators can recoup their addition-
al investments; therefore, the key to policy on free competition should
not be what percentage is reached by the market leaders, but if there
exists an abuse of their dominant position over a long period of time
with the result that competitors are prevented from innovating.

This way of thinking is largely based on the principle of “creative de-
struction” formulated by Joseph Schumpeter. This celebrated econo-
mist from the beginning of the twentieth century was one of the first to
suggest that temporary monopolies stimulated innovation and eco-
nomic growth. Those dominant positions tend to have fewer negative
effects —according to Schumpeter— than positive ones:; monopolies
that are not based on legal concessions undergo “economic Darwin-
ism”: the majority disappear and only the better prepared. those more
adaptable to change survive™.

The main players of “market control” are the firms. But these. at the
same time, are controlled by persons or by other companies who make
the business decisions: they choose in which markets to be present and
with which products, they select managers and other staff, they ap-

35 Jan van Cuilenburg, On Measuring Media Competition and Media Diversity: Con-
cepts, Theories and Methods, in Robert G. Picard, op. cit. )

36 “Even in the world of giant firms — affirmed the Harvard professor — new ones rise and
fall into the background. Innovations still emerge primarily with the "yt:L|l1<""u1|1.L-~‘. and
lhc_“old" ones display as a rule symptoms of what is cuphemistically cu]clcd. C“.n;cr-
vatism™. Joseph A. Shumpeter (1939), Business Cveles. A Theoretical, Historical and
Statistical Analysis of the Capitalist Process, McGraw-Hill, New York, 97.



prove marketing and investment plans and, in short, it is they who de-
termine how corporations will compete.

In the past, most communications companies were in the hands of in-
dividuals or families; also, in previous centuries in some countries
many newspapers and magazines belonged to political parties or fac-
tions of those political parties. Even today, in many places —for exam-
ple, Latin America— a great part of the main communications groups is
still controlled by a few families.

In states with planned economies and no free market, the mass media
are usually the property of the respective governments or of other pub-
lic entities. It is also evident in those cases who owns the communica-
tions companies.

However, the number of companies joining the world of free competi-
tion is continually on the increase; and in this economic environment,
company capital is more dispersed and in the hands of a greater num-
ber of shareholders.

Until a few years ago, it was considered that with possession of over
50% of the capital total control of the company could be exercised.
Some writers suggested that participation of between 20% and 50% of
the capital gave “partial control”¥. This was also established as such
in some legal texts®.

The fragmentation of company capital has rendered those legal provi-
sions, to a great extent, obsolete; control is now usually exercised with
less participation in firms’ capital. There are several reasons to explain
why the communications groups have a greater number of owners and,
in many cases, none of them has a majority percentage of capital.

37 See Loreto Corredoira and Alfonso Sdnchez-Tabernero (1994), Transparencia y con-
trol de los medios informativos. Fundacion de la Comunicacion Social, Madrid, 9-10.

38 See e. g. the Regulation on foreign investment in Spain (RD 2077/1986. of September
25), which in section 1.3. stated “it is considered that a foreign investor can exert an
effective influence on the management or control of the Society when his participation
is equal to or greater than 20% of the capital”.
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a) In the first place, ownership in family companies has already
reached the fifth or sixth generation, with a subsequent dispersion
of capital among relatives; moreover, some of them have sold their
shares for capital gain or because they have lost management con-

trol.

b) Also, one way of guaranteeing the permanence of the most valu-
able employees has been by offering them a share in capital, which
has meant the incorporation of new shareholders into companies.

¢) The proliferation of mergers and takeovers in the communications
sector has generated share gains among the former owners of the
companies which took part in those concentration operations,

d) In the audiovisual area, communications groups have formed al-
liances —both for economic reasons (capital build-up) as well as
political reasons (greater power of influence)- with the aim of
strengthening their position with regard to radio, television and

mobile telephone licence concessions.

The necessary capital to penetrate some sectors —such as telephone
and cable and satellite television— and the possibilities of interna-
tional expansion have caused many companies to go public in or-
der to finance those investments. In this way, small investors have
begun to buy up minority shares in communications companies.

€)

The dispersion of capital of companies makes it difficult to evaluate
the effects of capital transfer in the communications market: the merg-
ers and takeovers can be interpreted in different ways. based on differ-
ent ways of understanding who makes the business decisions or who

has a decisive influence on them.

This fact was clearly shown when the French company Vivendi, chief
share-holder of Canal + and one of the foremost pay television opera-
tors in Europe, acquired Universal, one of the main film production
companies in Hollywood and world leader in the music industry.

For some analysts, with the international expansion of Vivendi. Europe



was beginning to close the gap with the North American cultural pre-
dominance in the audiovisual industry. However, an article published
in Le Monde claimed precisely the opposite; Professor Musso, after re-
minding us that 54% of Vivendi’s capital was in foreign hands, espe-
cially in Anglo-Saxon pension funds, concluded: if the takeover is suc-
cessful, “a hostile takeover bid of Vivendi will always be possible,
which will return the “champion™ to its land of birth and turn it into a
supplier of American products via European distribution networks (...).
In case of failure, the industrial disaster for the European audiovisual
sector will be such that there will be nothing left for us to do but pros-
trate ourselves for ever before the Hollywood dream factory to supply
the innumerable European audiovisual distribution channels. Whatev-
er happens, America will win™".

It is not possible —nor perhaps convenient— to avoid argument on the
interpretation of the effects of concentration operations; but there is a
need to establish widely accepted criteria which permit a definition of
who controls a company.

In the first place, it is important to clarify if business control is equiv-
alent to editorial control. In the EU’s legal system, the owner of each
company has almost complete decision-making power over contents:
he names management, determines the competitive strategy, chooses
the business plan, approves staff recruitment, etc. Neither the Euro-
pean Community’s legislation nor that of the Member States establish-
es real areas of autonomy for media managers.

Managers’ room for manoeuvre in setting out the editorial line depends
on the “internal rules” of each company: institutional culture, degree
of owner’s involvement —or, by their delegation, of the senior man-
agers— in the contents of the media, newsroom statutes, behaviour
codes, managers’ negotiating capacity and other unwritten codes.

39 Pierre Musso (7.X11.2000). Vivendi-Universal: ’Amérigue gagnante. “Le Monde™.
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In second place, it is important to determine with what share of the
capital can control be exercised over a company. The Regulation on
concentrations of the EU* defines in its articles 3.3 and 3.4 the con-
cept of control currently in force in the legal framework of the Euro-

pean Union:

“Control results from the rights, contracts or other means that, in them-
selves or as a whole, and taking into account the circumstances de fac-
to and de jure, confer the possibility of exerting a decisive influence on
the activities of the company, in particular a) ownership rights of the
use of the totality or a part of the assets of the company: b) rights or
contracts which permit a decisive influence on the composition, delib-
erations or decisions of the organisms of the company.

The person or persons or companies will be said to have acquired con-
trol: a) being holders of said rights or beneficiaries of said contracts, or
b) that, without being holders of said rights or beneficiaries of said

contracts, they can exercise rights inherent in the same™.

According to this legal text, control is equivalent to the capacity to
“have a decisive influence” on the most relevant decisions of the com-
pany. The Regulation of the EU discards, therefore, the idea of linking
the concept of control to the possession of a certain percentage of the
capital. When judging concentration operations, the Commission must
appraise if there is a “decisive influence” on the part of a physical or
Jegal person on the capital of a company. As we shall see in chapter I'V,
the flexibility of this assessment system means it is easier to make an
adequate appraisal of the degree of real concentration produced in each

market.

A more recent legal document*' distinguishes between “sole control™

40 Regulation (EEC) No. 4064/89 of the Council of 21.XIL. 1989 on the control of con-
centration operations between companies.

41 Commission Notice on the notion of a concentration under the Council Regulation
(EEC) No. 4064/89, (OJ 1994 C 385/10).




and “joint control”: “sole control” implies that one or several physical
or legal persons own the majority of the shares with a voting option of
a company. However, a concentration operation brought about by a
“qualified minority™ can also result in a “sole control” situation; it hap-
pens in this way a) when specific rights are attached to the minority
shareholdings, enabling them to determine the strategic commercial
behaviour of the target company (“legal basis™) or b) where the share-
holder is highly likely to achieve a majority in the shareholders’ meet-

ing given that the remaining shares are widely dispersed (“de facto ba-
Sis™).

In accordance with the Notice of 1994, Baches Opi lists seven situa-
tions where “joint control” occurs:

a) When two companies share between themselves the voting rights
of the “joint venture”.

b) When two companies have the right to name the same number of
members on the board of directors of the “joint venture”.

€) When there is a situation of inequality between two or more com-
panies with voting right ownership of a third company, and sever-
al owners can veto decisions referring to essential aspects of the
“joint venture”.

d) When there is a common exercise of voting rights. Even in the ab-
sence of veto rights, two or more companies acquiring minority
shareholdings in another company may obtain joint control: i.e. the
minority shareholders together have a majority of the voting rights
and act together in exercising those voting rights.

€) If one of the parent companies has a casting vote, joint control
does not exist. However, it can arise when this casting vote is ex-
ercised only after arbitration and attempts at reconciliation or in a
very limited field.

f) If each of the parent companies has the casting vote for one year
alternatively.
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Where in a 50/50 joint venture one of the parent companies has a

g)
call option which can be used under certain conditions, or a put op-

tion™.
Having outlined the concept of control of a company we shall advance
further in the study of concentration situations with the identification
of “relevant markets”. In the following section we shall see how this
concept is defined by the European Union and we shall study how it
can be applied to the communications industry.

1.4. Notion of “Relevant Market”

The protests, demonstrations and attempts to boycott international
meetings on globalisation have been one of the most surprising politi-
cal and social phenomena of the beginnings of the twenty-first centu-
ry. In years of few ideological battles —at least in the more prosperous
countries— an antagonistic fight has arisen (that on occasions has gone
beyond a dialectic discussion) between those in favour of economic in-
tegration on a worldwide scale and those who demand protection for
the less developed economies.

The defenders of globalisation believe that economic integration.
caused both by technological progress and the general increase in free-
dom, generates long term prosperity for everyone®. In contrast. those
who oppose globalisation see in this phenomenon the potential ex-
ploitation of the poorer countries by the richer ones.

In any case. globalisation appears to be an inexorable reality, which

particularly affects the communications industry: this sector is tech-

42 Sergio Baches Opi (1997). US/EU Merger Control: How should the US experience in-
[luence the enforcement of Council Regulation 4064/89 on the control of concentration
between underiakings? Leuven University Press, Leuven 29-31,

43 For example. The Economist (23. 1X.2000) wrote in its leading article following the
famous anticapitalist protests at the Scattle summit: Globalisation is only “the best of

many possible futures lor the world economy™.
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negative but inevitable fact, which is partly compensated for by the ap-
pearance and development of many other ways of distributing local in-
formation: free publications, radio stations, television channels and In-

ternet.

The European Commission has established two basic criteria in order
to determine the markets of reference in which situations of concen-
tration should be measured*: contents of the offer (product or service)
and geographical area. “The product market of reference includes all
products and services that consumers consider interchangeable or re-
placeable by virtue of their characteristics, price or anticipated use

made of them” (art. 7).

The geographical market is defined as “the zone in which the affected
companies carry out activities of supplying products and rendering of
services of reference, in which the conditions of competition are suffi-
ciently homogeneous and can be distinguished from other neighbour-
ing geographical zones owing, in particular, to that the prevailing con-
ditions of competition there are markedly different to the former” (art. 8).

Therefore, when examining concentration issues, the Commission
combines the notions of “product market” and “geographical market”;
and identifies as an “unwanted” situation the dominance of one com-
pany in the market which means it can conduct itself with relative in-
dependence from its competitors, because no replaceable products ex-

ist.

The Commission uses the soft drink business as an example of a pos-
sible “substitution” (art. 18). In order to determine if the drinks of two
different flavours —A and B— belong to the same market, consumer be-
haviour with relation to a price rise is analysed: if the price of the
drinks of flavour A were raised between 5% and 10% and a significant
number of consumers passed over to flavour B, then both drinks would

‘ 44 Comunicacion de la Comision, relativa a la definicion de mercado de referencia, a
efectos de la normativa comunitaria en materia de competencia (97/C 372/03), Diario

Oficial de las Comunidades Europeas, 9.XI1.1997.



belong to the same reference market; indeed, the price policy of the
flavour A drinks would be dependent on that of flavour B.

In order to apply the concept of market of reference defined by the
Commission to the communications industry it is necessary to deter-
mine which media are interchangeable for the public and which is the
geographical area in which the messages are distributed: Does the sig-
nificant rise in the price of a financial newspaper imply an increase in
subscriptions to an on-line financial information service? Can the clo-
sure of a local newspaper be compensated by the appearance of a news
channel in the same city? What degree of substitution exists between
magazines and television theme channels or between music radio sta-
tions and the variety of adaptations of the model of television made
popular by MTV?

Cuilenburg suggests that “for a start, media markets serving the gener-
al public may be classified into news and information markets on the
one hand, and entertainment markets on the other. As national lan-
guages usually bind the consumer markets, in many cases geographi-

cally, media markets correspond to national, regional or local mar-
kets”45,

The appearance of hybrid genres between information and entertain-
ment, the convergence of technologies of information and communi-
cation and the development of media of international scope makes it
difficult to define markets in terms of contents or products. As Cuilen-
burg himself warns, “in assessing media diversity in television pro-
gram supply, do we limit diversity measurement to broadcasting and
cable only, or do we take webcasting into account at the same time?"®.

Indeed, the communications markets are increasingly complex, muti-
media, international and difficult to define, because the very same con-
tents use several distribution platforms to reach the public: in practice,

45 Jan van Cuilenburg, op. cit., 59-60.
46 1bid., 60.
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the inhabitants of a local market connected to Internet in their homes.
have access not only to conventional offers — publications, radio sta-
tions, local television — but also to all mass media which have on-line

versions on the Net.

For this reason, some writers have proposed a new concept to measure
positions of dominance in a market: “ownership of time™¥’. No longer
can concentration be regulated by establishing limits on ownership of
the media; that model referred to a system with a relative scarcity of
supply. Neither can a distinction be made between media that inform,

educate or entertain.

The use of the “ownership of time™ of the public has two advantages:
a) it allows the grouping together of several media belonging to the
same owner; b) it makes it easier to take into account the relative in-
fluence of a medium with regard to its audience. As Woldt explains,
“using audience shares brings the assessment of media pluralism clos-
er to the main issue behind media concentration, the potential influ-
ence of media on the minds and the behaviour of the citizens. A chan-
nel with an average audience share of 30 per cent in principle has a
greater chance of exerting influence over the audience than a niche
channel with 2 per cent™*.

In order to gain greater operative power for regulating concentration
the “ownership of time” model must address certain problems. In the
first place, it is not easy. on the face of it, to group together audiences
of different media, such as magazines, radio station and webs; in sec-
ond place, adding together audiences of heterogeneous products. such
as a news channel and one of films, implies conferring the same pow-
er to influence public opinion to two contents of different characteris-

47 See Alfonso Nieto (2000), Time and the Informarion Market. The Case of Spain, Me-
dia Markets Monographs, EUNSA, Pamplona.

48 Runar Woldt, “"Ownership of Time". Audience shares and the regudation of media plu-
ralism, paper presented for the International Conference “Time and Media Markets™.
School of Communications, University of Navarra, Pamplona, 4-5, V.2000.



tics; finally, audience rating measurement systems must be improved

so they can more accurately reflect the real data on media consump-
tion.

Market size is another aspect which is permanently under debate. In
this study we have chosen two types of geographical markets of refer-
ence: the European states and the European Union as a whole. In both
cases regulatory bodies exist —national Governments and the EU
Commission— with power to prevent situations of abuse arising from
dominant positions. A further reason for only studying those markets
derives from a fact of political consideration: the most important deci-

sions in Europe are discussed and taken by the European Union insti-
tutions and national parliaments.

Although there are situations where pluralism does not exist in local
and regional markets, the development of Internet has partly alleviat-
ed those problems which, on the other hand, can only be analysed case
for case and not with the panoramic vision used in this study. Also, as
has been pointed out, in some local markets, owing to their small size
and low level of consumption, it is inevitable that monopolies will ex-
ist such as in the daily press sector.

In the final section of this chapter we will analyse the typology of com-
munications groups; as the main actors in the media markets, their di-
versification and growth strategies constantly present new challenges
for the authorities charged with safeguarding free competition.

1.5. Typology of Communications Groups

The most successful and dynamic communications companies have
not followed uniform paths in their expansion processes. Growth plans
have been determined in all cases by the resources available, by the
capacity of management to take on new business challenges and by the
legal framework of each market. Those circumstances and the differ-

ent ways each company has of competing have generated a great vari-
ety of growth strategies.
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Having said this, it is possible to distinguish common tendencies and
several models which group together the greater part of the strategic
decisions of the companies. In the following chapters we will discuss
those tendencies and the causes behind them: for now, we will restrict
ourselves to examining the typology of the communications groups
and look at how the different criteria of media accumulation affect

concentration.

It is important to remember that in the area of communications, to-
gether with the general objective referring to concentration - the deter-
mination to prevent any company from abusing its position of domi-
nance in the market and harming possible competitors or their clients
- there is another objective of a more specific nature: that nobody may

exert undue influence on public opinion™.

With regard to this second aspect, more attention should be given, for
instance, to a company with ownership of radio stations transmitting
news contents with a market share of 40%, than to another company
with a similar share but whose stations exclusively broadcast music.
Therefore, the result of showing the different typologies of communi-
cations groups can be highly revealing with regard to a variety of cri-
teria, such as contents, geographical area or degree of integration.
Table 1.1 allows us to identify those varied typologies.

49 Commission of the EEC (23.XI11.1992), Pluralism and Media Concentration in the In-
ternal Market, Green Paper, Brussels, 1.



TABLE 1. 1. A Typology of Media Companies

-local
. L -regional
Geographical Scope reglon
reographical scope -natonal
-international
-print
Type of Media Company -clectronic

-clectronic and print
-audiovisual
-multisectoral
-information

-general

-specialised
Content -both
-entertainment
-cducation
-several kinds of content
-vertical integration
-horizontal integration
-vertical and horizontal integration
-conglomerates
-profit oriented

Fadustrial Process

Owners’ Purpose -public service oriented
-ideologically oricnted
-public
Type of Ownership -private
-mixed

Source: Adapted from The European Institute for the Media

With regard to their geographical area, companies can be local, re-
gional, national or international. Insofar as they decide to widen their
area of coverage, their relative position in the market tends to weaken;
conversely, if they concentrate themselves in a limited geographical
zone, they need a high market share to obtain high profit margins.

From the point of view of the communications media available, com-
Panies can possess print, audiovisual or interactive media, or integrate
several of those possibilities. When the activity of the companies is re-
duced to one type of media —newspapers, or radio stations, or news
agencies, etc.— they try to dominate in that sector; in contrast, the mul-
timedia companies rarely occupy a leading position in several media at
the same time.

As far as the contents are concerned, communications groups can pro-
vide news, entertainment, educational contents or a mixture of these
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possibilities. Although, as Wolf explains, almost all the messages
transmitted by the media include a certain dosage of entertainment™”,

The diversity in contents means that it is difficult to reach a dominant
position in all the sectors. In contrast, some specialised companies —for
example in economic and financial information, the production of car-
toon feature films, the publication of academic and scientific books
and journals— have reached large market shares in those sectors world-
wide.

With regard to the production process, companies can be vertically or
horizontally integrated. The first possibility helps in the control of
“bottlenecks” in the initial part of the process (elaboration of contents)
or in the final part (distribution); horizontal integration only poses the
problem of reaching a predominant position in a market through the
accumulation of media, as happens in many countries with newspaper
chains or companies with ownership of magazines, radio stations or
television channels.

The owners’ basic proposal determines whether companies will be di-
rected more at providing a public service, profit gain or the achieve-
ment of political or ideological objectives. The difference in mission
has an influence on the choice between two possible priority criteria
in companies: short term profit (which implies, among other aspects. a
strict cost control policy) or the creation of entry barriers (which
means more investment in research and development, in staff training
and on-going search for higher quality).

The owners’ characteristics determine whether the companies will be
public, private or of mixed capital. Public companies always have spe-
cific obligations, referring both to contents as well as the funding sys-
tem. Indeed, in Europe, until the eighties and nineties when technolo-
gy brought greater audiovisual offer, governments considered that the
best way to guarantee pluralism lay in establishing public television

50 Michael J. Wolf (1999), The Entertainment Economy. Penguin Books, New York



monopolies —and, in some countries, also in the radio sector— , which
would enable all social groups to have access to those communications

media’!,

The six criteria shown permit multiple combinations; for instance, the
typology of a communications group can be specified by the following
characteristics: national area. specialisation in electronic media, exclu-
sively devoted to entertainment, integrated horizontally, profit driven
and privately owned. As we have pointed out, each typology presents
different problems for the pluralism of ideas and opinions and for free
competition in the market.

Often, the typology of groups is conditioned by the growth systems
chosen. Table 1.2 shows the different forms of growth, identifies in
which situations companies, faced with other possibilities, tend to
choose one procedure and what general effects each growth model has
on competitors and the market.

TABLE 1. 2 Media Concentration and Diversification Processes

System of Media Concentration
and diversification

General conditions required

Effects (companics and market)

| Mergers

crists 1 the mdusery

decrease in level of compettion in
the marker

more favourable conditions for
the companics

‘ Acquisitions

tinancial, imduserial and
commercial supenority (buver)
need to aimprave compentive
ability (seller)

quick growrth of the companes
that invest large sums of money
less *vonees” in the market

(&i;:di‘.l I&p:ln?i::;; -

(new outlets)

marker changing, growmyg or with |
| -more diversity i the market

new possibiboes (1 e, new media)

slow growth of the company

Deals Between Companics

maturiey of the mdustry and
considerable entry barners

(|‘m_-gt'ruu~ compenton n the
market avorded
power sharing

Source: The European Institute for the Media

As Mosconi explains®, the external procedures of growth are more and

l_Sl This

aspect can be read in more detail in Jan Wieten, Graham Murdock and Peter

Dahlgren (eds.) (2000, Television across Europe, Sage. London,

52 Franco Mosconi (XIL.2000). L'economia dei quotidiani Modelli a confronto: dimen-

stone e concentrazione di mercato, “Problemi dell’informazione™ | 435-436.
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more frequent in European communications companies. This fact is
partly due to the economic situation: on the one hand, the crisis in
some sectors —such as cable television and satellite digital television
platforms— have stimulated merger processes in those industries; in
second place, the growth in the value of communications and new
technology companies present on the stock exchange greatly enriched
some companies allowing them to finance takeovers: the most relevant
example of this phenomenon was the purchase of Time-Warner by
AOL,

In many communications companies a cultural change has also taken
place which has favoured the proliferation of mergers and takeovers:
at the root of many of the external growth processes can be found a
new desire to increase size as quickly as possible and a certain obses-
sion with not losing ground to competitors.

“Natural” or “internal” growth consists in the launching of new media.
This phenomenon comes about when the “game rules” in the market
change, either because of legal reasons (such as the deregulation of the
European audiovisual market from the ei ghties) or because of techno-
logical factors (such as the development of digital television and In-
ternet in the latter years of the twentieth century).

Mergers and takeovers generate rapid growth in companies, at the
same time as causing a decrease in the number of “different and inde-
pendent voices™ in the market. Every takeover represents, moreover,
the disappearance of a competitor. In contrast, the launch of new me-
dia usually causes a slower growth of companies (they require several
Years to achieve the consolidation of new businesses) and implies a
certain fragmentation of the market (although if the company launch-

53 A proposal for the classification of external growth strategies can be found in Joseph
L. Bower (I11.2001), Not All the M&As Are Alike and That Matiers, “Harvard Business
Review™, 93-102.




ing a new offer is the market leader it may reinforce its predominant
position)s+,

Joint ventures between communications groups neither bring about
change in ownership nor increase in size, but they can affect the com-
petitive situation of the market: in mature industries, with highly qual-
ified rival companies —able to build strong entry barriers with their re-
spective businesses and markets— management can discover that to
pact is more profitable than confrontation; with those agreements, “rel-
ative concentration” is increased: several companies decide to share
their spheres of influence and help each other to protect their respec-
tive positions of leadership in certain geographical zones, contents or
types of media.

The difficulty in regulating joint ventures and agreements between
companies derives from the fact that these operations of “relative con-
centration” are not easy for the anti-monopoly commissions to analyse
and are not covered by the legal provisions on free competition.

The conceptual definition given in the first chapter serves as a basis for
choosing some criteria appropriate for the study of the degree of con-
centration of the communications market in Europe. This study refers
primarily to three types of media which have a particular power to in-
fluence public opinion; newspapers, radio stations and television chan-
nels; these media continue to have an undisputed prominent role in po-
litical and cultural debate and in the modification of the public’s val-
ues and behaviour.

The quantitative data refer to the European States: the variations in
market percentages gained by leading companies in the last decade
will be shown, both in order to compare the evolution of each State as
well as for the identification of the differences regarding the current
situation and the tendencies between some countries and others. The

| 54 See Alfonso Sinchez-Tabernero et al. (1993), Media Concentration in Europe. Com-
mercial Enterprise and the Public Interest, The European Institute for the Media, Man-
chester.
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study of each State enables us to present, at the same time, a general
vision of the concentration of communications groups in Europe.

This work aims to suggest future lines of action both for companies as
well as for regulatory bodies. Since legislation and the anti-monopoly
commissions have national or European jurisdiction, it has seemed
preferable not to deal with problems of abuse of a position of domi-
nance in some regions and cities.

The distortion of free competition can arise, above all, from the pre-
dominant position of a leading company in a market or from the exis-
tence of a company with a strong vertical integration, controlling a
“bottleneck™ vital for the survival of its competitors. Because of this
last reason, special emphasis will be placed on showing the sectors in
which vertical integration can produce more negative effects both for
the public as well as for rival firms.

For a thorough analysis of concentration the underlying economic,
technological and legal causes behind this phenomenon must be ex-
haustively studied; aspects which will be dealt with in the third and
fourth chapters of this study; the most important effects of mergers,
takeovers and launching of new media must also be looked at and will
be pursued in the fifth chapter.

In any case, before siding either with those who look on with trepida-
tion at the growth of communications groups or with those who take
the opposite viewpoint and see no cause for alarm, it would be appro-
priate to study the basic data with reference to the concentration of the
communications market in Europe. Only in this way —with the detailed
information of the second chapter— will we be able (as has already
been suggested on other occasions™) to distinguish fact from fiction.

55 Pierre Yves Lochon and Alfonso Sanchez-Tabernero (X-XI1. 1991}, Concentration des
médias européens: le double visage, “Médiaspouvoirs”, 31-39.
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2. Trends in the European Market

After studying the main concepts with reference to concentration, the
most relevant statistics on the mass media industry in Europe are
shown. First, a comparison will be made between current statistics and
those of 1990 and then the main tendencies in the last decade of the
twentieth century will be described.

As has been pointed out, there are very few comparative reports which
draw together information on the communications industry in the Eu-
ropean Union. Each country Member has a particular political system
with a concrete influence on the communications market. The versatil-
ity of this market means the task of comparing data in order to draw
general conclusions is not an easy one. We have attempted to over-
come these obstacles by consulting national experts. Each one of them
has provided the most relevant information according to the measure-
ment criteria already indicated. An in-depth analysis is made of the da-
ta referring to the traditional media (press, radio and television) and
some interesting statistics on the new sectors (pay television and In-
ternet) are included. A brief study is also made of the magazine, pub-
film distribution, record companies and advertising market

lishing,

sectors.

The evolution of the mass media in a market depends, in good meas-
ure, on external circumstances. As we know, economic development
promotes consumption which, in turn. generates an increase in adver-
tising expenditures. In a more obvious way, the political and institu-
tional events of a country bring about changes for the media, such as
those caused by the deregulation of telecommunications. In a short
time, a media space can be revolutionised by technological innovation,
re-inventing supply and creating new demands. And, lastly, the cultur-
al and linguistic environment conditions the expansion of a type of

product to its nearest markets.
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Political events are decisive for the communications sector. The out-
look of the Central and Eastern European countries radically changed
at the beginning of the nineties. Go-ahead entrepreneurs, multination-
als and citizens were enthused with the hope of starting a free political
system. However, several decades of Communist regimes can rot the
economic and social core of any country. The media market in Central
and Eastern Europe has not had so much time to develop according to
the parameters of the rest of the Western countries™®. This report, there-
fore, does not include information on this area of Europe. Its particu-
lar genesis would, in justice, require its own special study.

The report refers, above all, to the communications industries of Aus-
tria, Belgium, (French-speaking and Flemish), Germany, Denmark.
Spain, Finland, France, Great Britain, Greece, Ireland, Italy, Holland.
Norway, Portugal, Sweden and Turkey”’. Occasionally. in order 1o
demonstrate the global context of the European media, comparisons
are established with the communications industries of the United

States and Japan.

The growing influence of economic globalisation on cultural, political
and social aspects makes it advisable to identify the chief movements
of European companies in the struggle for continental media leader-
ship. As well as analysing the basic data of national markets, the prin-
cipal foreign capital investments are also studied. The growing com-
mercialisation of the media means that proprietors intervene in the ed-
itorial control of the communications companies. It appears that share-
holder control of a communications company involves at least a risk of
editorial control. Working with this hypothesis, we will measure the
presence of foreign capital in order to highlight the main advantages

[;6 See Alfonso Sidnchez-Tabernero (1993), Media Concentration in Europe, EIM, Man-
chester.

57 For the tables, the countries will be identified by the following initials, respectively:
AT, BE (Fl and Fr). DE, DK, ES, FI, FR, GB, GR, IR, IT. NL, NO, PT. SE. TR.
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and threats of the globalising process in the European communications
industry.

2.1. The Print Media

The print media industry is chiefly made up of the daily press, maga-
zines and books. These three sectors form the most traditional eco-
nomic sphere of communications; from the mid nineteenth century on-
wards the press has become the benchmark of that industrial environ-
ment. For a number of years. outspoken doom-mongers, radio and tel-
evision business magnates and renowned writers have sounded the
death knell for newspaper companies and have forecast the progressive
demise of newspaper readers. Some of the main threats were found to
be the expansion of commercial television, editors’ inability to attract
a younger readership, the antiquated structure of the newspaper indus-
try, the relative drop in advertising, the increase in fixed costs and the
lack of experience with the new media®. However, despite the drop in
the total circulation of the press in Europe, the so-called “new media™
have barely made inroads in the public’s reading time. In the last few
years newspaper companies have been especially vigorous, reacting to
new technological opportunities.

Internet’s popularisation since 1996 opened up another perspective for
newspaper publishers and almost all of the newspapers embarked on
the adventure of the Web. Technological improvements in the news-
rooms and the news product as an online version —interactivity with
the reader, personalised news, multimedia adaptations®, etc.— remote
printing systems and a more flexible costs structure have reinforced
newspapers. Many newspaper publishing companies have been the
seed of the present multimedia conglomerates.

58 See Paul Simpson (1994), Ewropean newspaper industry, Pira International, Surrey.

59 See Alfonso H. Molina (1997), Newspapers: the slow walk to multimedia, “Long
Range Planning™. Vol. 30, No.2, (218-226).
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Newspaper circulation in Europe is in excess of 90 million copies. In
the United States, consumption is notably lower: 58 million issues®.
The degree of penetration is similar in both areas, but the penetration
of newspapers in some European countries — such as Great Britain,
Norway, Sweden or Finland — is double that of the North American
press. On the other hand, as far as prestige and the desire to be inter-
national points of reference are concerned, The Times, Le Monde,
Frankfurter Allgemeine Zeitung or the Financial Times are as note-
worthy as any of the main North American titles.

The market structure in many European countries remains in a com-
bined system of national press and regional press. In some markets, in
latter years, companies distributing free newspapers have flourished in
urban centres with a high population density such as the popular
Swedish Metro, owned by the Modern Times Group company, which
has been successfully exported to some twenty European capital cities.
Many of these newspapers seek to attract local and district advertising,
being offered to commuters as they travel on the underground, bus or
suburban trains. Newspaper publishers have shown their concern at the
readership lost to these free publications®'.

Each newspaper market finds itself in a different situation. Since 1990
titles have disappeared in Austria, Belgium, Germany, Denmark.
France, Ireland, Switzerland, Holland, Turkey, but the total number of
newspapers has increased in Great Britain, Greece, Finland, Italy, Nor-
way. Sweden and Spain (table 2.1). Newspaper circulation follows
different courses: the increase in Austria, Germany, Finland, Norway,
Spain, Great Britain, Holland and Turkey, contrasts with the fall in the
rest of the countries (table 2.2).

’760 See ANPA (2001), Facts about Newspapers. Washington.

61 See Noticias de la Comunicacion (X11.2001), Los diarios gratuitos preocupan a los edi-
tores, N° 209,
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TABLE 2.1 TABLE 2.2
Number of Newspapers (Titles) Newspapers Circulation (in Mill.,
Country | 1990 2000 of Copies)

AT 17 16 Country | 1990 2000
BE () 13 8 AT 27 25
BE (fr) 15 8 BE (1) 1.2 1.0

DE 394 389 BE (fr) 0,9 0,52

DK T T DE 24,7 285

ES 128 140 DK 3.2 29

Fl 66O 56 ES 29 4.0

R = e F1 28 33

GB 100 123 FR 8,6 8.3

GR 19 22 GB 30 26,7

IR 8 6 GR (.8 0.0

IT 82 04 IR 0.8 0.8

T NL S = T 6.4 5.0

NO -8 y o NL 4.6 4.8

PT 24 28 NO 2 3.2

SEE 156 161 PT 0.5 .7

TR 368 360 SE 4.9 42

Source: authors® own research TR i3 1.8

Source: authors® own research

As far as consumption level is concerned, the Scandinavian regions are
still worthy of note for their extremely strong press industry, with the
highest readership levels in the world, only matched by Japan. In Swe-
den, for instance, 80% of the adult population read newspapers, despite
the fact that circulation has been in decline ever since the seventies®,
In Norway 600 issues are sold for every thousand inhabitants and 91%
of its citizens are regular readers. Something similar occurs in Finland.
In Denmark, newspaper readership has experienced a notable increase
from 1985 but in the last few years the two national newspapers have
suffered serious losses.

In Austria four million issues are distributed in a population approach-
ing eight million. In other countries, newspapers are bought up or dis-
appear because of the fierce competition to attract advertising revenue.

In Holland, since 1990 the number of titles has dropped to 37. The re-
gional Dutch newspapers (29) have fallen in the number of issues sold

62 See Ole Prehn (2000). La concentracion de empresas de comunicacion en Suecia. Re-
port for the European Parliament. Archives from the Departamento de Empresa Infor-
mativa de la Universidad de Navarra (from now on, DEIUN).
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to the benefit of the national newspapers (8), which represent 45 per
cent of the total circulation. There are morning and evening newspa-
pers and free local newspapers with a high percentage of advertising
space which are delivered door to door.

The lowest circulation levels in the European Union correspond to the
countries in the South of the continent. In Italy, Spain, Greece and Por-
tugal they do not reach 120 issues sold for each thousand inhabitants.
These figures contrast with the high television audience figures. In
Greece, since 1989 circulation has fallen; however, the number of ti-
tles has risen®. For Portugal, the low literacy levels compared to the
European average represents an added difficulty, since twenty per cent
of the population do not benefit from school education. Portuguese
newspaper circulation is the lowest in Europe.

In countries with high literacy levels, newspapers still attract greater
levels of advertising revenue. This is the case in Germany, which has
a high number of titles, with a high circulation rate of daily press, and
a strong regional market with few national newspapers.

In the United Kingdom, general news press has grown relatively in the
last few years thanks especially to the so-called Sundays. The United
Kingdom is the country where this format has the greatest repercussion
in the world™. In its neighbouring country, Ireland, six daily newspa-
pers, five morning newspapers and one evening newspaper are sold.
Circulation remains balanced and forty weekly newspapers are printed
in regional markets.

The following three tables provide a key for gaining an understanding
of the structure of the newspaper market showing the leader’s market
share, that of the second competitor and the total of both. As table 2.3
shows, in every country, except Denmark, Spain, Greece, Holland and

r63 See Emm Heretakis (2000), La concentracion de empresas de comunicacion en Gre-
cia, DEIUN'S Archives.

64 See Peter Humphreys (1999), United Kingdom's report, “The Bulletin™, vol. 16, No. 1.
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Turkey, the leading company has been the same since 1990. These fig-
ures show the sector’s stability and the control that some groups exert
in certain markets. In some cases, the leading companies maintain the
sales quotas; in others, they have absorbed some of their competitors;
or —less frequently— the main rival companies have disappeared. The
second competitor’s market share gives us an idea what real control the
leader exerts over the rest of its competitors. In some countries the dif-
ference between the first and the second is striking, as occurs in Aus-
tria, Ireland or French-speaking Belgium.

TABLE 2.3
Daily Press Market Leaders (Circulation) (%)

Country 1990 2000
AT Mediaprint 545 | Mediaprint 50,2

BE(m | VUM 31 | VUM 122

BE (fr) Hersant-Rossel 40 Rossel & Cie 52
DE Springer 239 Springer 236
DK Daghlader 25,1 Berlingske 24
ES Grupo Correo 153 Prisa 157
FI Sanoma 25.5 Sanoma 25
FR Hersant 25 | Hersant 24
GB News Internanonal 347 News Internat. 282
GR 151 Typos 19,3 | lambrakis Group 17,1
IR Indep. Newspapers 51 Indep. Newspapers 475
IT RCS 178 | RCS 19.5
NL De Telegraaf 18,3 | Perscombinaric 30,6
NO Schibsted Group 25 | Sclubsted Group 34
PT L.usomundo 25 PT Telecom** 45,3
SE Bonnier 20,2 Bonnicr 26
TR Sabah 18,9 Dogan Group 395

“Corrco Group became leader in seprember 2001, after its merger with Prensa

Lispanola (toral market share: 20,1)
“*Lusomundo was bought by Portugal Telecom i november 2000,

Source: authors® own research
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TABLE 2.4 TABLE 2.5
Second Placed Groups of Newspapers' Two Largest Publishing Groups of
Market Share (%) Newspapers’ Market Share (%)
Country 2000 Country 1990 2000
AT Stvria 12,7 AT 6% 629
BE (f1) De Persgroep 34.6 BE (fl) 59 6,8
BE (fr) | IPA 21 BE (fr) o 0
DE WAZ 6 DE 29 29,6
DK Dagblader Poliriken 22 DK 48 46
ES Grupo Correo 13,7 ES 29 29
FI Alma Media 17 FI 3l 42
FR Owuest France 10,5 FR 33 345
GB Trinity 228 GB 38 31
GR Tegopoulos 13 GR 36 ET )1
IR Insh Times 15 IR 75 625
IT Lispresso 10,6 IT 32 BE )01
NL De Telegraaf 30 NL 35 6.6
NO A-Pressen 16 NO 45 BT
PT Cofina 16,4 ___E_ 300
SE Schibsted 9 SE_ | 31 I_ i
TR Bilizin Group 23.5 TR 34 | 6%
Source: authors’ own research Source: authors’ own .r—c:u;nd; R

In Austria, the newspaper publishing company, Mediaprint, with its
flagship newspaper, Neue Kronen Zeitung, controls fifty per cent of the
market®. Austria receives a big amount of foreign capital, especially
from German companies, owing to its geographical, social. cultural
and linguistic proximity. The structure of the Austrian sector is made
up of a strong regional market, led by local newspapers. whose main
competitors are the regional editions of the Neue Kronen Zeitung®.
Small markets are more prone to concentration processes and foreign
investment, especially if their neighbours are large countries, with
companies seeking to create scale economies?’.

In Holland, Perscombinatie (previously PCM) and De Telegraaf are
the leading groups in the newspaper sector and together make up more
than sixty per cent of the market. The leader in 1990 —De Telegraaf—

65 Sce Manfred Knoche (2000), La concentracion de empresas de comunicacion en Aus-
rria, Archives DEIUN.

66 Sece Paul Simpson (1994), European newspaper industry, Pira International. Surrey.

67 See Andrea Grisold (1996). Press concentration and media policy in small countries.
SAGE. London.
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despite have notably increased its market quota went down to second
place in 2000.

In the Scandinavian countries, the national governments give aid to the
press in the form of subsidies for expenses related to distribution and
printing costs with the aim of promoting free competition. For the
newspapers competing against the market leader, the subsidies barely
provide a fifth of the company’s resources. In Norway, the granting of
subsidies follows criteria such as diversity, pluralism and the promo-
tion of competition. Subsidies prevent the existence of monopolies and
promote the consolidation of newspapers in local markets with a low
population density, which otherwise would be unprofitable without the
government’s help.

Even with the subsidies, in some countries the highest market share are
concentrated in a few companies, as table 2.5 shows. In Norway, for
instance, Schibsted and A-Pressen control fifty per cent of newspaper
circulation in the country. Schibsted represents the main Norwegian
communications group, with a considerable presence in the press,
commercial television and Internet services. The growth process of
this group has been similar to that of other European groups. It began
with a newspaper, Aftenposten, founded by Christian Schibsted in
1860. From then on, it carved out for itself an ever more solid position
in the Norwegian market. In 1992 it was floated on the stock exchange.
Family ownership was reduced to a third and it is now managed by
professional investors. It is the sector leader of the main electronic me-
dia (television and Internet) and has carried out joint ventures with oth-

er Scandinavian groups®®.

In Sweden, the regional press represents forty per cent of the market:
advertising investment makes up the sixty per cent of the Swedish
newspapers’ revenue and most of them are sold by subscription. Bon-
nier has gained a large percentage of the market: it is the traditional

|>68 See Johann Roppen (1999) Denmark’s report, “The Bulletin™, vol. 16. No. 4.
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leader and its dominant position does not seem to be under threat in the
short term. In the same way, Sanoma - WSOY in Finland heads the
press market, it brings together an important section of the market and
combines, with business acumen, the printing of newspapers with the
publication of books and magazines and radio broadcasting. In 1999 it
was floated on the stock exchange and is one of the most profitable Eu-
ropean groups in Europe. In Denmark, the concentration processes of
the regional markets of the press have strengthened foreign groups
such as Berlingske Officin, of Norwegian ownership®. Dagbladet
Politiken, which was leader in the nineties, now holds second position.

In Switzerland, Ringier still retains the leadership of the newspaper
market as it did in 1990 The newspapers of this country are charac-
terised by their strong dependence on advertising, making up between
sixty and eighty per cent of the newspaper publishing companies” rev-
enue. The structure combines a strong system of regional newspapers
and few newspapers of a national scope which lead some local mar-
kets. Of the three main languages spoken in Switzerland —German,
French and Italian—, the main one is German (70% of the population)
and the circulation of newspapers in this language greatly exceeds the

rest.

In some countries, regional newspapers tend to be bought up by large
national companies wishing to consolidate or increase their regional
market share, as is the case in Austria with Mediaprint or in Denmark
with Berlingske. In Spain, one of the most important newspaper pub-
lishing companies, the Grupo Correo, sold over half a million issues,
the total sum of its ten regional titles. After several failed attempts, in
2001 it has succeeded in reaching first place in national circulation: it
has merged with Prensa Espanola, which prints the Madrid daily, ABC,
as well as other regional newspapers. With the merger, the Grupo
Correo has recovered its leadership of the sector, with a quota of 21%,
Its chief competitor continues to be the Grupo Prisa, which publishes

| 69 See Ole Prehn (2000) Danish Media Landscape, at htip://www.eje.nl.
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El Pats —leader of the national newspapers—, As —in the sporting press
segment— and Cinco Dias, the second economic newspaper. In all, it
controls fifteen per cent of the market. In Spain, the eight largest press
groups amass 80% of the total newspaper circulation.

In Germany, the structure of the press market appears to be highly di-
versified and local, but newspapers are mostly put together in central
offices: therefore, different local titles share the same news on culture,
economy, national and international politics. The most consolidated
companies are Axel Springer and WAZ, Emblematic newspapers, as
different as the popular Bild or the quality Frankfurter Allgemeine
Zeitun, are published by them.

Greece is going through a re-structuring period in its newspaper mar-
ket. National newspapers live side by side with regional ones, although
the former are gaining importance to the detriment of the latter. News-
papers with political news content control the greater part of the mar-
ket, whilst the sporting and financial newspapers have a lower circula-
tion. Lambrakis, Tegopoulus and Bobolas are the leading companies in
the sector. Ta Nea and To Vima head the list of the most widely-sold
newspapers, both are owned by the Lambrakis group.

In Italy, the social, political and economic institutions control a con-
siderable part of the media industry. In turn, family groups, such as
Berlusconi, Agnelli, Romiti or De Benedetti dominate the Italian econ-
omy. Family ties are very strong. The well-known phenomenon of the
“Chinese boxes” arises: by means of holding shares in some compa-
nies, ownership is controlled by others. Rizzoli-Corriere della Sera
(RCS) is leader in the press, a sector with a low readership level and
low advertising investment. Espresso, owner of La Repubblica, holds
second place. The high business concentration makes it difficult for
new competitors to break through: foreign groups with strong financial

[ 70 See Runar Woldt (2000), La concentracion de empresas de comunicacion en Alema-
aia, Archives DEIUN.

~
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muscle can only break into the Italian market by means of deals and
joint ventures with local partners.

Belgium represents a special case. The traditional linguistic-cultural
division between territories of French and Flemish influence requires
a special study for each geographical area. But, recently, the market
has gone through one of the most intense integration and concentration
processes in Europe. The Flemish group VUM broke this historical di-
vision in June 1999 when he bought 33% of Mediabel, the second
group of the French-speaking part of Belgium. When the total circula-
tion in the country does not reach two million issues, VUM controls
42% of the market in the Flemish side. Mediabel, in turn, groups to-
gether IPM —second newspaper publishing company, with 24% of the
market— and Vers I’ Avenir, VUM ’s takeover sparked off heated debate
among the main newspaper publishing companies, such as Rossel and
De Persgroep, not only on cultural issues, but especially, on the high
level of concentration in the Belgian newspaper market’'.

In Great Britain, the market is divided between the quality and popu-
lar newspapers . In the last decade the economic structure of the re-
gional and local press has also been strengthened. Of the national press
groups, News International stands out, market leader publishing both
The Times and the tabloid The Sun, among others. The Trinity Mirror
group, created after a merger in 1999, is leader of the regional sector
and main rival of the newspaper publishing company of News Corpo-

ration’.

In Ireland, the recent accelerated growth of the Irish economy has
favoured the communications industry and, especially, the press. The
presence of British owners is still significant. The strongest company,
Independent Newspapers, controls almost half the sales of the daily

|7'3’1 See Daniel Biltereyst (1999), Belgium's report, *The Bulletin™, vol. 16, No. 3.

72 See Peter Humphreys (2000), Concentracion de empresas de comunicacién en el
Reino Unido, Archives DETUN,
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newspaper market. It is also leader in the Sunday press and controls
forty per cent of the regional market.

In 1998, 77 per cent of the newspapers sold in Ireland were. totally or
partially owned by Independent Newspapers’. This multimedia giant’s
empire stretches to Australia, New Zealand and South Africa. As well
as having some titles in the United Kingdom, it owns a packet of
shares in Lusomundo in Portugal.

In Portugal, newspapers belong to giant corporations which acquired
them from family firms in the mid eighties. The families could no
longer deal with rising production costs and were unable to finance in-
vestments for the re-modelling of their companies. Portugal’s entry in-
to the European Union and the re-privatisation of companies has pro-
vided the climate for the concentration of capital in a few hands. The
eroups pursue political interests and have developed multimedia
strategies favouring foreign investment. Companies, such as the
British Pearson, the German Bertelsmann, the French Hachette Fili-
pachi, the Brazilian Globo or the Spanish Telefénica, Recoletos and
Iberdrola own shares in the capital of many of the Portuguese commu-
nications groups, such as Lusomundo, Impresa. Media Capital or Im-
pala. Impresa. presided over by the former prime-minister, Francisco
Pinto Balsemao, was floated on the stock exchange with 30 per cent of
its capital in June 2000. In November of that year, Portugal Telecom
bought the whole of Lusomundo, which publishes the newspapers Jor-
nal de Noticias and Diario de Noticias, as well as owning radio stations
and film and video distribution companies.

{ 73 See Wolfgang Truetzscheler (2000), Irish Media Landscape. at http:/hvww.eje.nl
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TABLE 2.6
Daily Press Leaders and Foreign Capital Investment (2000)

Country Company Market share (%) Foreign capital (%) — Country
AT Mediaprint 50,2 50 (WAZ) — DI

BE (Fl) VUM 122 0

BE (Fr) Rosscl 52 40 (Sucpresse) = PR
DE Axel Springer 23,6 1)
DK Berlingske 24 87.9 = NO
ES Prisa 15.7 0
F1 Sanoma 25 0
FR Hersant 24 1]
GB News Internanional 282 100 (News Comp.) = U'S
GR Lambrakis 17,1 100 (Stock Fxchange)
IR Indep. Newspapers 475 100 (Stock Exchange)
IT RCS Editon 19,5 0
NL Perscombinatie 30,6 0
NO Schibsted 34 9
PT PT Telecom 45.3 75 (Stock Lixchange)
SE Bonnicr 26 0
TR Dogan Group 395 g

* 33% of Hurrivet and 21% of Milliyet invested in Stock Exchange,
Source: authors” own research

In spite of the aggressive wave of mergers and takeovers in the
nineties, the traditional publishing companies, save a few exceptions,
have retained control over their newspapers. The press sector —after
that of radio and television— is the one which receives the least foreign
investment in Europe. Among the leaders, as table 2.6 shows, national
newspaper publishing companies predominate; in some cases, they are
family firms which have diversified their business and have hindered
the entry of new competitors. Many of the newspaper publishing com-
panies have invested in television, radio and Internet companies.

The most important presence of foreign capital in leading companies
is that of News International, Rupert Murdoch’s flagship, which dom-
inates the British market and raises questions on the legislation on con-
centration in the United Kingdom™. The leading company in the most
comfortable dominant position is to be found in French-speaking Bel-
gium: Rossel, with 52 per cent of the total in its linguistic space, is con-
trolled, moreover, by a French publishing company, Socpresse, which

ﬁ4 See James Harding and Ashiling O’Connor (19.X1.2001), UK to abolish curbs on Mur-
doch’s media ambitions, “Financial Times".
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owns 40 per cent of its capital. The German group’s ~-WAZ- owner-
ship of fifty per cent of the shares of the Austrian Mediaprint also rep-
resents one of the most interesting foreign capital investments.

The economic press sector in Europe has grown in the environment of
an internationalised economy (table 2.7). Its evolution and structure
depend on world economic events and the impact on stock markets,
which must be covered quickly and accurately. Perhaps because the
great engines of the world economy hail from the Anglo Saxon world,
it is usually said that in economy English is spoken. The Wall Street
Journal and The Financial Times represent the peak of the economic
news sector, characterised by a high level of concentration. In Europe,
the leaders with the lowest market share —Greece and Turkey— reach
almost 50 per cent of the total sales. Knowledge of the business, the
prestige of the brands of reference, financial capacity and the avail-
ability of trust-worthy sources and exclusives promotes deals between
international suppliers of economic news and local partners. This sec-
tor, within the traditional media, is one of the most influenced by glob-
alisation. Pearson, for example, is leader in Spain, France, United
Kingdom and Portugal.

TABLE 2.7
Economic & Financial Press Leaders and Foreign Capital Investment (2000)

Country Company Market share (%) Foreign capital (%) — Country
AT Wirtschaftsblart 100 0

BE (F1) Tijd Ny 100 0

BE (Fr) Fditeco 100 5,6 (Sucpresse) — IR
DE IHandclshlare 72.6 22 (Dow Jones) = US
DK Iirhverus Blader 66,4 0
ES Recoletos 60 71 (Pearson) — GB
L | Alma Media 82 0
FR s lichos 58.8 ] 100 (Pearson) — GR
GB Financual Times 87 1l
GR Boholas 38 n. i
R Sunday Business Post 9 0
IT Il Sole 24 Ore o I
NL Stithoff 100 0 B
NO Dagens Neringshy 78 0
!Y_r__ lLcondmica o 1oh) S0 (Pearson) — GB
SE Bonnier n. a. 1l
TR Dunva 18 0

Source: authors’ own research
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A similar phenomenon occurs with consumer magazines, where Ber-
telsmann (Germany) and Hachette (France) are leaders in the Euro-
pean market (table 2.8). In this sector a need has arisen which has be-
come a strength: the creation of synergies in contents, advertising and
technology with other foreign groups, in order to optimise resources
and diversify risks. Always in need of attractive contents, technologi-
cal innovations and international contacts in culture, cinema, sports
and society, magazines usually belong to international chains which
exploit them in different markets. Germany, France and Holland own
distribution networks of consumer magazines with an international
presence. Hachette Filipacchi (France), G + ] —Bertelsmann’s sub-
sidiary— and Bauer (Germany). VNU (the Netherlands) and RCS

(Italy) are some of the strongest companies.

The consumer magazine market has absorbed high investments of for-
eign capital because of the rapid expansion of demand in specialised
sectors. For the companies, growth provides them with advantages
typical of scale economies: the same titles are edited in different coun-
tries and savings are made in the marketing, contents production or re-
search and development costs. The geographical areas with close cul-
tural ties also encourage the creation of chains of editorial circulation
of great magnitude, such as VNU for the Netherlands or Bonnier for

the Scandinavian area.

The strategy of some groups that publish pan-European products, both
magazines such as Time, The Economist or Business Week. and daily
newspapers such as International Herald Tribune or Wall Street Jour-
nal Europe contrasts with groups that opt for a multi-regional pres-
ence: they form alliances with local partners to bring out local versions
of international brands™ (Hachette, G + I, IPC, EMAP).

75 See Paul Kanwar (X1.2001), Bordercrossing. “M&M Europe™ (Pocket guide).



TABLE 2.8

Magazines Leaders and Foreign Capital Investment (2000)
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Country Company Market share (%) Forcign capital (%) = Country
AT Dic wanze Woche 207 0
BE (Fl) | Medmxs (VN 48,2 100 (Stock Lixchange)®
BE (T'r) Test — Achars n, . 0
DE Bauer 3 0
DK \ller 13.8 0
ES Hachetre Filipacchi 16,7 I'R
F1 Yhivneet Kuvalehder 22 0
__FR _ Hachere Filpaceln A} 33 (Stock lixchange)
GB | IPC Magasines n. a. 100—US
GR Liberis 1. . n. a
L S IS——— . s
IR i RTIH . i 1l
G Mondadon 3. 0
NL NG 56 78 (Stock Fxchange)
NO Se & Hor 152 100 - DK
PT Impresa (AC]) n i, 36,4 (Stock Fxchange
sE | ller 29 100 - DK
L TR Daean Burda Rizezoli 45 40 (Burda = DI v Rizzol — 1T

DI, 11 s others
Source: authors’ own research

In order to follow the trail of foreign capital flow, it is essential to take
a close look at book publishing (table 2.9). Unlike other communica-
tions sectors, the publishing industry in Europe has had no curbs on the

* Only weekly arculation. VNLU 1s listed i the Stock Exchange: 30% GB, 16% XL, 18% US, 12% BE, 7"
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presence of foreign investors. For this reason, the chief publishers had
already begun to acquire publishing houses in other countries almost

half a century ago.

Most of the large European publishing companies are the offspring of
strategies of vertical integration, so that press, editorial production and
distribution are grouped together. Bertelsmann in Germany, Portugal
and Spain, Havas in France, Sanoma-WSOY in Finland, Mondadori in
Italy, Schibsted in Norway or Bonnier in Sweden represent significant
examples of publishing companies with a strong presence in the news-
paper publication sector. Bertelesmann’s dominion crosses German
borders reaching the United Kingdom and Portugal, also as leader of
the publishing market and almost always among the most important in
every country in the magazine market.

In latter years, some of the great international publishers - Macmillan,
McGraw Hill, Random House, Penguin Books — have brought their busi-
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nesses closer to the new technologies. Some bought virtual book shops
or created joint ventures (Bertelsmann - barnesandnoble.com) —encour-
aged by the premature success of amazon.com— in order to gain a new
window from where it could distribute its huge catalogues. Others ex-
perimented with electronic publishing, which has still not discovered a
clear business model and has been affected by technological uncer-
tainty. Despite all of this, most part of the publishers believe that the
future of their companies lies in being present in electronic publish-

ing’®.

TABLE 2.9
Publishing Industry Leaders (Books) and Foreign Capital Investment (2000

Country Company Foreign capital (%) — Country
AT Uster. Bundesverlag 0. &
BE (Fl) Wolters — Kluwer 100 — (NL)
DK Pyldendal 1
DE Bertelsmann 0
ES Plancta 1]
FI WSOY / Sanoma n
FR Havas (Vivendi) 0 =
GB Random House 100 (Bertelsmann) — D15
GR Patakis 0
IR Gill & Macmillam 49 (Macmillan) - GB
IT Mondadon 0
NL Wolters — Kluwer 65
NO Aschchoug 4]
PT Bertelsmann 100
SE Bonnicr 0
TR Remzi Kitabevi 0

Source: authors’ own research

2.2. Television Companies

The television sector in Europe has undergone perhaps more changes
in the last decade than at any other time in all of its previous history.
The deregulation of the sector at the end of the eighties permitted the
creation of new private channels which transformed the audiovisual
world. If, then, we witnessed the rise in the number of commercial
channels and the slight increase in consumption time, now what is

[ 76 See Jim Milliot and Calvin Reid (1.2002), E-Publishing, “Publishers Weekly", No.2.
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most worthy of note is the massive rise in television offers, audience
fragmentation and the internationalisation of television groups.

In 2000, the world audiovisual market presented a healthy image, char-
acterised by the rise in profits of the main television companies and the
increase in advertising investment and of pay television subscription,
especially in the European market, thanks to the development of digi-
tal television”. At the beginning of that year over 580 channels with
the capability of national coverage were broadcast via satellite, terres-
trial or cable, which meant an increase of 170 per cent from 19967%,

The trans-border development of European television has led to many
small States that share the same language as more densely populated
States receiving signals from foreign channels, especially via satellite
and cable. There are over fifty television channels that are mainly tar-
geted at markets different to the one in which they are established,
such is the case of CLT in Luxembourg. Idustrial concentration is also
one of the main tendencies in the market™.

From the legislative point of view, some writers propose the need for
Community legislation to adopt a tougher approach towards concen-
tration®. The giant groups’ strategies are aimed at maintaining their
growth speeds, ensuring access to the most popular contents, minimis-
ing risks by means of collaboration agreements and protecting their
market shares. Size is the key: on the size achieved depend the possi-
bilities of creating scale economies of their products or of their activi-
ties.

77 See “IDATE NEWS" (15.3.2001), The World film and television marker, No. 175.
http://www.idate.fr/maj/qdn/an-01/1F 1 75-200103 1 5/index_a.html

78 1l Report from the Commission to the Council, the Ewropean Parliament and the Eco-
nomic and Social Conmittee COM (2001) 9 end, Brussels, 15 January 2001.

79 See Philip Crookes (1996). Convergence and alliances: the shape of things to come.
“The Bulletin™, No. 2.

80 See Gillian Doyle (1998), Towards a pan European Directive? *From Concentrations
and Pluralism’ to *“Media Ownership', *Communications Law", Vol. 3, No. 1.
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National television fiction is still at the top of prime time in every
country in the European Union; however, in the rest of programme
scheduling North American series and films predominate®'. Indeed, in
1998 the commercial television balance with the United States re-
vealed a deficit of 2,900 million dollars for the Europeans, 14 per cent
up on 1997. The global audiovisual deficit was calculated to be in the
region of 6,600 million dollars. This deficit is, first and foremost, the
result of the commerce of films, television fiction and cartoons be-
tween the United States and Europe®”.

In table 2.10 it can be observed that in most countries daily television
consumption has risen. However, there was greater growth in the
eighties; towards the end of the twentieth century consumption seemed
to have stagnated both because of the extremely high levels reached
and also because of demographic trends and the development of Inter-
net. Since 1990 the number of television viewers has grown in Turkey.
Sweden, Portugal, Holland, Italy, Spain, Greece, the United Kingdom.
France, Denmark and French-speaking Belgium. Audiences have fall-
en only in Austria and Flemish Belgium.

[ 81 See Teresa la Porte et al. (VI.2001), Globalisation in the Media Industry and possible
threats 1o cultural diversity, working document for the STOA Panel. Brussels. PE
296.704/Fn.St.

82 Sece European Audiovisual Observatory (2000).



TABLE 2.10

Television Audience (In Millions)

[ Country [ 1990 | 2000 |

TRENDS IN THE EUROPEAN MARKET

AT |
BE(M) | 45 | 55
BE (fr) 29 [ 39

DE 350 | 460

DK 25 [ 36 |

ES 277 | 309 |

Fl 50 50 1

FR 39 | M|

[ 6B | # [ 46 |
[GR | 58 | 61|
IR 3,1 3.6

T 4 47
NL | 12 | 12 ]
NO | 20 [ 30 |

PT | 76 | 89 |

SE | 55 [ 65 |
TR 55 61,7

Source: authors’ own research

The rise in television consumption has coincided with the stagnation
of the more traditional media. such as radio and press; some sectors,
such as consumer magazines have undergone a slight drop in circula-
tion in several markets. The process became more pronounced at the
end of the eighties when many countries liberalised television broad-
casting. The main threat to the hegemony of television in the homes is
Internet. In spite of this. as many analysts had forecast. the mass access
ol the public to Internet has not led to a significant fall in the time spent

watching television by viewers on a daily basis.

With the emergence of new operators®’ —hundreds of channels via
satellite and cable— and the massive increase of local broadcasters. au-
diences have become fragmented, and the distribution of the market
quota is less stable than in the print media. The new digital channels
have brought about a break in television consumption habits, with the
launching of programme packets and the specialisation of the contents.

The time that European citizens spend waltching television is main-

gest”, London.

83 See David Brown (1V.1999). European cable and sarellite economics, “Screen Di-
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tained within levels of between 140 minutes a day —Austria— and 230
—Italy and Greece—. Almost every home in the European Union has a
television set and there has been a considerable increase in penetration
of the remote control, video machines and digital reception equipment.
With such high audience quotas, television attracts the greatest amount
of advertising investment: in most markets more advertising is invest-
ed in television than newspapers which had previously occupied first
place in the ranking for advertising expenditure per media (table 2.11).

TABLE 2.11
——43 Advertising Expenditures (2002 Projected)
Medium USA Japan Germany | United Kingdom | France Traly
Iy 38 46,1 243 298 243 H2
Newspapers 329 273 43,5 40,3 43,5 2|
142 4.6 38 4.0 3.8 5
11,2 9.6 23.5 17.5 235 16

=N
June 2002 ! Number Three

Source: Adageglobal (April, 2002)

The main source of revenue for television companies in the European
Union is advertising. Following years of continued growth, in 1999 the
brute market in advertising in television channels —private and public—
was estimated to be 23.200 million Euros, 13.8 per cent more than in
19988, However, an increasingly greater percentage of revenue pro-
ceeds from direct payment from citizens (pay-TV, pay per view and
video on demand).

European television channels’ profitability has improved, owing both
to the increase in advertising investment as well as greater penetration
of the pay system. The proliferation of new digital channels, via satel-
lite or cable, has also brought into being new audiovisual production
companies.

Communications groups, with the aim of safeguarding contents access.
have carried out a policy of takeovers of the most successful produc-

tion companies. If in the United States it was the giant production com-
panies —Walt Disney, Viacom, Warner, News Corporation— that bought

I 84 See The European Advertising and Media Forecast (2000), Forecast for advertising
and mass media in Europe, London.
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channels ~ABC, CBS, CNN, Fox~— in order to distribute their contents,
following the model of downward vertical integration. In Europe an
opposite phenomenon has occurred: Bertelesmann, Vivendi, Kirch,
Admira or Mediaset have bought the rights to the most popular fiction
or sporting products, or the companies which produce them.

Audiovisual groups cross over their country borders to gain in size and
create scale economies, to exploit to the full their products in other
windows for display and to enhance the company’s attraction for ad-
vertising commercialisation or investments in the stock exchange. In
this decade, the number of companies that have been floated on the
stock exchange has risen considerably. With this strategy, audiovisual
groups have sought additional resources to finance their expansion
plans and a greater transparency and professionalism in management®.

Public television leadership in audience levels stands out as one of the
most salient facts of the sector in the European Union (table 2.12). Pri-
vate channels head audience quotas only in Turkey, Greece, Flemish
Belgium and Portugal. Most of the leaders have suffered a drop in mar-
ket quotas in the last decade, as a result of the increase in the number
of channels (tables 2.12,2.13 and 2.14).

| 85 See Richard A. Gershon (2001), Telecommunications Management, LEA, Mahwah
(New Jersey).
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TABLE 2.12
Television Market Leaders (Audience) (%)
Country 1990 2000
AT ORI* 94| ORF 56
BE () | VIM 40| VMM 345 °
BE (fr) | RTBE 258| RTBE 25
DE ARD 41| ARD 27
DK M2 7| TV2 364
ES TVE 56| TVIE 324 |
Fl1 YLE 47| YLE 43
FR Tl 419 | France Télevision 43
GB BBC 495 | BRC 38,5
GR [ERT 61 | Antenna TV 234} =
IR RTL 68| RTIL 48
IT RAI 45,7 | RAI 46,1
NL NOS 58| NOS 3
NO NRK 75| NRK 39
PT RTP 86,5 | SIC 45 -
SE SNT B2'| SNT 44
TR TRT 100 | Show TV pE e
H *Companics with private capital.
£ Source: authors’ own research
E
zZ
g TABLE 2.13 TABLE 2.14
o Second Largest Television Companies (%) Two Largest Television
€ Country 2000 Companies’ Market Share (%)
e AT ATV? Country | 2000 |
BE (1) |VRT 36 AT k|
BE (fr) |RTI=Twi 23 BE (fl)
DE | RTI. T BE (fr)
DK DRTV 317 | DE | ]
ES Telecineo 25 . DK R
FI__ | MIV3 40 _ES |
FR TI 33 Fl |
GB Granada 14.06 __FR | O |
GR Mega Channel 212 GB
IR__|TV3 6 ~ GR
IT Mediaser 46 IR
NL Holland Media 28 IT | 92 |
NO _[TV2 31 | NL_ 0
PT _ | Portugal Glubal 33X NO |
SE__|TV4 27 | PT THS
| TR [KanalD 155 SE_ |1 |
= Only cable TR 327 |

Source: authors’ own research

Source: authors® own research

Public channels have many years of experience behind them, their
brands, to a certain extent, are associated with the idea of public serv-
ice and their funding is stable through State aid or special taxes paid
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by viewers®. Some of these companies are also financed by advertis-
ing revenue, such is the case, for instance. in Belgium, Denmark,
Spain, Italy and Sweden. The European Union’s regulatory bodies cur-
rently question the legality of “dual funding”, heavily criticised by pri-
vate companies®’.

At the beginning of the nineties, Austria, Switzerland and Turkey were
the last strongholds of ti:e public television monopolies system. Of the
three countries, Turkey and Austria have legally liberalised their tele-
vision broadcasting. Switzerland receives signals via satellite from

other countries.

In Germany, the constitution itself stipulates that regulation of the tel-
evision sector is the responsibility of the lender. Public regional cor-
porations are grouped together in the ARD, market leader, as shown in
table 2.12. In the mid eighties, commercial competition in the audio-
visual space was initiated with the arrival of RTL from Luxembourg

and Satl, in the hands of Leo Kirch until 2002.

Bertelsmann controls 89 per cent of the RTL Group. In January 2000,
it bought the German television channel VOX from News Corporation.
The sale of Rupert Murdoch’s company was carried out after the Aus-
tralian impresario had signed an agreement with the Kirch group.
Bertelesmann's rival, to acquire 22% of the digital television, Pre-

miere.

The strategic moves of these giant audiovisual groups set the standard
for the trends and main innovations of open and pay television. The
French Canadian company Vivendi Universal —owner of Canal +- and
the Anglo-American BSkyB dominate the pay television sector.

In less than five years, Jean Marie Messier has transformed an old and

86 See Jan Wieten, Graham Murdock and Peter Dahlgren (2000). Television across Eu-
rope. SAGE, London.

87 Sece 111 Report of the Commission to the Council, the European Parliament and the
Economic and Social Committee. COM (2001) 9 end. Brussels. |5 January 2001.
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respectable water company, Generale des Eaux, into a multimedia
group on a global scale which combines the film industry, music, pro-
duction and television broadcasting, publishing and the new technolo-
gies. In 2000, it made a profit of 46.1 billion dollars, beating the big-
ger groups: AOL Time Warner, Bertelsmann, News Corp., Viacom and
Walt Disney®. It has managed to break into the North American mar-
ket with the recent purchase of the cable company. USA Networks,
which will enable it to distribute its wide catalogue of products®.
Vivendi’s partners in the rest of Europe are leaders in eight national

markets in pay television.

In Holland, the production company Endemol has taken part in one of
the most striking audiovisual phenomena of the last years of the
decade. This company operates in fourteen European countries and has
a catalogue of over four hundred formats, such as the well-known Big
Brother. In March 2000, Admira, the media division of the Spanish
telecommunications company (Telefénica), launched a takeover bid to
gain 100% of the production company. With this operation, the Span-
ish company was guaranteed a contents supplier for its television com-
panies —such as Antena 3 and Via Digital- and for the services of its

Internet provider - Terra -.

In Belgium, worthy of note is the high penetration of cable in homes.
The public channel, RTBF, located in the French speaking part, has
maintained the same market quota as in 1990. Its competitors are the
channels RTL-Tvi and French television stations. In the Flemish area.
in contrast, since the arrival of VYM in 1987, the private channels
have dominated. VTM controlled, then —as table 2.12 shows— 40 per
cent of the market. The SBS group, leader in Scandinavia, launched a
second channel, VT4. VTM, created Kanaal 2 to reinforce its position.

ES See Bruce Crumley and Thomas Sancton (6.VIL2001), Master of the universe.
“Time".
89 See Jo Johnson and James Harding (17.X11.2001), Wall Street blesses Vivendi-USA
Networks deal, “Financial Times™.
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Together they form the company VMM, current leader in the Flemish
television market with 34%.

In Sweden, the public channel SVT dominates the market, in spite of
competition from the commercial channels which emerged at the be-
ginning of the eighties. The commercial television stations, TV4 and
TV3 are its chief competitors. SVT has gone from controlling 82 per
cent of the market in 1990 to 44 per cent in 2000. In Finland, YLE, the
public broadcasting service, is market leader. Since 1997 its main com-
mercial competitor has been MTV3, of the Finnish giant Alma Media.
Sanoma-WSQY, leader in the print media sector, also entered the au-
diovisual market in 1997 with the launching of Channel Four Finland

(“Nelonen™).

In Norway, the public channel NRK controls 30 per cent of the mar-
ket, which means that it has lost over half its audience in the space of
only ten years. In the eighties, its only commercial competition was
limited to the Sky signal via satellite. But the appearance of the Pan-
Nordic Swedish channel in 1998 and the arrival of the first commer-
cial television station =TV2- in 1992 has fragmented the Norwegian
television audience?!. In Denmark, the public channel TV2 is also
market leader. The main foreign presence among the leaders of Danish
television is that of the Swedish channel, TV3. In spite of this, in Den-
mark the public corporations’ market quota reached 67 per cent.

In Spain, after the economic recession in 1993, the private television
channels undertook restructuring plans, which in later years have led
some of them to achieve the highest profit margins in Europe, such as
the case of Tele 5 in 2000. RTVE still maintains its leadership. with the

90 See Eva Harrie (2000). The Nordic media market, “Nordicom™ (Nordic media trends
No. 5), Goteborg.

91 See Ole Prehn (2000), La concentracion de empresas de comunicacion en Escandi-
naviea, Archives DEIUN,
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sum audience total of its two channels, TVEl and TVE2%. The two
main private television stations, Tele 5 and Antena 3, changed owners
and strategy in 1995 and 1997 respectively. In Tele 5, the entry of the
Correo Group signalled the beginning of multimedia diversification of
the Basque company, leader in the press sector in Spain. Two years lat-
er, Admira, media subsidiary of the Telefonica Group became the chief
shareholder in Antena 3. In Spain, investments of foreign capital are
mainly concentrated in the television sector. Mediaset and Kirch (until
2002) in Telecinco, Canal + France in Sogecable —owner of Canal
Satélite Digital and Canal + Espafia— and Bertelsmann —through the
RTL group— in Antena 3.

In Italy, worthy of note is the presence of one of the chief European tel-
evision groups, Mediaset, company owned by Silvio Berlusconi, the
Italian prime minister. The Italian audiovisual system is characterised
by duopoly: Mediaset and the public company RAI share almost
equally between them the television market. The private company
owns Canale 5, [talia 1 and Rete 4, which jointly obtain 46 per cent of
the market quota. The RAT also has three channels and slightly exceeds
Mediaset.

In the United Kingdom, the BBC has become one of the classic mod-
els of public television, both because of the quality of its channels as
well as its traditional independence and funding which excludes ad-
vertising. Despite this, in the last decade it has lost more than ten per
cent of its market quota owing to the appearance of new commercial
channels —such as Channel 5— and the greater penetration of pay tele-

vision,

Greece and Portugal liberalised their respective television markets in
1992. Portugal gave an enthusiastic welcome to the arrival of the first

(92 See Miguel Carvajal (2000), La concentracion de empresas de comunicacion en Es-
paita. Archives DEIUN.

93 See Peter Humphreys (2000). Concentracion de empresas de comunicacion en el
Reino Unido, Archives DEIUN.
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commercial channel, SIC, of the Impresa company, controlled by the
former prime minister, Francisco Pinto Balsemao. One year later, Me-
dia Capital, another leading Portuguese group, began broadcasting its
channel TVI*, ;

The dominance of public television explains the limited presence of
foreign capital in the leaders of commercial television. Thirteen of the
countries studied have a public channel as leader. None of the leading
companies receives foreign capital, with the exception of Antenna TV
in Greece and Impresa in Portugal, which has a third of its capital on
the stock market (table 2.15).

TABLE 2.15
Television Leaders and Foreign Capital Investment (2000)
Country Company Market share (%) Foreign capital (%) — Country
AT ORI 30 0
BE (Fl) VMM 4.3 0
BE (Fr) RTBI 25 0
DE ARD 27 0
DK ™2 364 1l
ES RTVI 324 1]
Fl1 YEE 43 0
R I'rance Téldvision 43 i
GB BB 385 0
GR Antenna TV 224 14,1 Bank of NY - L'S
IR RTI: 18 0
| IT RAIL 46,1 0
NL NOS 3 0
| __NO NRK i 0
. T B S 45 36,4 (Stock Exchange)
T SE | ST 44 0
[ TR _ Show TV 12 1l

Source: authors® own rescarch

In contrast, the European pay television market presents a very differ-
ent picture: in new businesses requiring developed technology and
heavy capital investment the trend is for large foreign companies to be
present (table 2.16). Especially worthy of note is the predominance of
the Vivendi Universal (France) and BSkyB (UK) groups. These two
companies have terrestrial and satellite channels, and thanks to strate-

94 See Nobre Correia (2000). Concentracion de empresas de comunicacion en Portugal,
Archives DEIUN,
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gic moves —such as joint ventures, takeovers and mergers— their con-

tents are in high demand.

TABLE 2.16
Pay Television Leaders and Foreign Capital Investment (2000) .
Country Company Market share (%) Foreign capital (%) — Country
AT Premiere World 100 100 (22% de BSkvB) - GB
BE (F1) Canal + Belgium 100 100 (Canal +) = 'R
BE (Fr) Canal + 100 100 (Canal 4) = I'R
DE Premicre World n. a 30,2 (22% de BSkvB) - GB
DK n. a. na n.a.
ES Sogecable 94 20 (Canal +) = 'R
Fl Canal + A 100 (Canal +) — IFR
FR Canal + 785 0
GB BskyB 522 38 (News Corpy) = 1S
GR Iilmnet na 100 - N1,
IR BSkvB (Skyv) - GB
IT Tele + 70 100 (Canal +) - 'R
g NL (Canal + 90 100} (Canal +) — IFR
[ NO Canal + n a 100 (Canal +) - FR
2 PT SporTV na 333 (PT Telccom)
£ SE MTG n. a. (I
= TR Cinc 5 70 0
70 Source: authors’ own rescarch
g
e - Vivendi, through Canal +, holds a hegemonic position in the Belgian,
3 . - . =
= Spanish, French, Finnish, Dutch, Norwegian and Italian markets.

BSkyB has been leader in Germany and Austria by means of Premiere
World and directly in the United Kingdom and Ireland. News Corpo-
ration controls most of BSkyB’s capital and Universal has found in
Vivendi the perfect partner for transmitting its fiction contents through

its different platforms.

Financial capacity, know how and exclusivity of contents, marketing
and scale economies are the main strengths of these giant companies®.
The ownership structure of pay television in Europe reflects the diffi-
culty of making a strong internal market —able to compete with North
America and Japan— with the favourable climate for cultural diversity

in the area of audiovisual contents of quality %,

l795 See David Brown (IV.1999), European cable and satellite, “Screen Digest”, London,

96 See Arnaud Gerber (1996). Independence and Convergence, “The Bulletin™, vol. 3.
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2.3. Radio Groups

The mass media usually compete against each other on three fronts.
The first battle is generated by the dispute for attracting audience’s
time. Secondly, there is the fight to gain the largest slice of the budget
spent by the public on the consumption of news and entertainment.
And, lastly, there is the battle to attract a high share of advertising in-

vestments?’.

Radio’s chief strength lies in its complementarity. If the massive in-
crease in television entertainment offers and the consolidation of the
Internet represents a threat for reading newspapers and magazines, this
is not the case for radio audiences. Radio will find itself barely affect-
ed by the development of other media because its consumption is com-
patible with other activities; driving, walking, working, doing house-
work. etc. With an increase in offer and improvement in sound quality

the trend will be for radio audiences to grow.

TABLE 2.17
Daily radio listeners (in millions)
1990 2000
AT 4.7 59
BE fl) 3.8
BE fr)
DE
DK
ES
F
FR |
GB
T GR |
IR
1T
NL
NO
PT
SE y
TR 30 | 4.6 |

Source: authors’ own research

97 See Facultad de Comunicacion de la Universidad de Navarra and Arthur Andersen

(2000, EX futuro de la television en Espaiia, Pamplona-Madrid.
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Crossed ownership between television and radio presents some advan-
tages: it permits the joint sale of advertising time, it is helpful for the
crossed promotions of certain programmes, it generates savings in
costs, for instance in news sources and infrastructure, and strengthens
the companies’ negotiating position with governments.

Technological innovation under way in the audiovisual sector and the
interactive media has still not substantially modified the radio sector.
There are still a few years to go before digital radio becomes an ac-
cessible offer for the public, since —for the moment- the investment re-
quired for obtaining new sets is disproportionate.

Most of the markets find themselves in a vicious circle: companies
with a digital radio licence do not invest in contents because the pene-
tration of digital radio sets is extremely limited. The lack of attractive
contents generates a low demand so scale economies are not produced
in the radio set manufacturers sector, a necessary requirement for
prices to be reduced which would then cause a rise in the penetration
of the sets on the market. In this technological context. total variations
in audience levels are insignificant, except in countries where the au-
dience tracking system has changed.

With the deregulation of radio broadcasting in Europe and the massive
increase in local transmitters in the Member countries, the granting of
new digital radio frequencies has promoted a new area of industrial
concentration. If. in the nineties, we witnessed a takeover process of
local transmitters. with the change of the century, most of the big radio
companies have used their negotiating power to obtain a digital radio
licence®.

One of the most noteworthy phenomena of the European radio broad-
casting sector, as was the case for television, is the domination of the
public corporations. Except in French-speaking Belgium, Spain. Por-

98 See Miguel Carvajal (2000), La concentiacion de empresas de comunicacion en Ex-
paiia, Archives DEIUN.
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tugal and France, the public companies hold leading positions in all of
the European markets. Their experience, consumer habits and, in many
cases, their dominant position in the area of distribution, constitute the
chief strengths of the public radio companies in Europe.

Of the eighteen markets studied, thirteen are dominated by a public
company. The Contact Group (French-speaking Belgium) allows one
company of German ownership, Bertelsmann, the entry of foreign cap-
ital through RTL. Worthy of note are the high audience quotas con-
trolled by the main radio groups (table 2.18). Most of the leading pub-
lic companies have experienced a fall in their market share with re-
spect to 1990, as a result of the appearance of new private broadcast-
ers (tables 2.19 and 2.20).

TABLE 2.18
Radio Market Leaders (Audicence) (%)
Country 1990 2000
T ORI 92| ORI
BE (i) BRTN 726| VRT 838
BE (fr) | RTBI A0 Group Contact 20
DE \RD =3 ARD a0~
DK DR 338 DR 00
LS SER 8| SR 41°
| FI | YLE 63| Y11 o0
FR RTL. 235=] NR] MLl
[ o8| BBC 14|
TRT 5[ na 0 a.
RT1 62| RTI 149
RAIL 45.7] RAl 16,8
| Radio 3 30| NOS i |
\&I\ 33| NRK . :_\
B 1{7.||IL<_|_I{.:|‘|-WL-,1(_1 30 * | Radio Renascenca XY -
SR ~ os[ sm — 35
TRT | TRIT 0K

“Companies w

with private capital

Source: authors’ own research
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YABLE 218 TABLE 2.20 )
Second Largest Radio Companies (%) Two Lm‘g“t e
Bhants 3060 Companies’ Market Share (%)
AT \ 3 n = Country 2000
Antenne Steiermark 15 AT 95
BE (fl) | VMM 59 BE () | w92
BE (f) | 1Vi 195 BE (fr) 45
DE Hit Radio 33 DE 54
DK The Voice 4 DK 7
ES COPI 224 LS 634
FI Suomen 11 FI 71
FR RTI. 25,7 FR 558
GB GWR 9.4 GB 60,8
GR n.a. GR 0,
IR Radio Ireland 8 IR AT
IT Grupo 1. Espresso i IT 238
NL Sky Radio 17 NL 66
NO 1’4 29 NO 7
PT Media Capiral 26,5 PT 803
SE RIX I'M 9 SE 64
$ TR ‘ Show VR;!Lllfl 9.8 TR 297
= “Only regronal radio. Source: authors’ own rescarch
g Source: authors’ own research
£
z
S
a
§
3
TABLE 2.21
Radio Leaders and Forcign Capital Investment (2000)
Country Company Market share (%) Forcign capital (%) — Country
AT ORI 80 0
BE (Fl) VRT 83,8 u
BE (Fr) Group Conract 245 35 (RT1. Group) - DI
DE ARD 507 0
DK DR 66 0 -
ES SER 4l 0 =
FI YLE 60 0
FR NR) 30,1 u
GB BBC 514 0 B
GR . i n. a. n.a.
IR RTE 42 L ——
IT RAI 16,8 0
NL NOS 49 0 4;
NO NRK 54 b
PT Radio Renascenca 26,9 4
SE SR 55 y S
TR TRT 17.6 i ]

Source: authors’ own research




TRENDS IN THE EUROPEAN MARKET

2.4. Internet, Entertainment and Advertising

As well as the traditional media supply —television, radio and press—
new digital broadcasting services (terrestrial, via satellite and cable)
and services on the Net, mainly those distributed via the Internet, have
joined them. In this way, the entertainment supply has been consider-
ably extended. Digital convergence in an economic framework char-
acterised by globalisation means, in practice, joint ventures and merg-
ers between media, telecommunications operators and computer firms.
The European communications groups have not remained on the side-
lines of these international alliances which seek to be well placed in the
entertainment industry.

In Internet, Microsoft (MSN) and Yahoo are the leaders in several
countries (table 2.22). In spite of the difficulties of unifying criteria for
audience tracking on the Internet, the presence of these giant North
American companies is clear to see in the whole European market. In
some countries, however, the telephone operators —which are also In-
ternet service providers— bought national portals which enjoyed huge
popularity among end users and compete for the top place in the rank-
ing with the giant international providers. The biggest portals on a “na-
tional” scale are re-launched by means of investments made by their
parent companies, interested in creating value added products. The
cases of Spain (Telef6nica-Terra), France (France Telecom-Wanadoo),
Great Britain (BT-Arrakis), Italy (Telecom Italia-Seat Pagine Gialle)
and Germany (Deutsche Telekom-T-Online) represent examples of na-
tional companies that have raised a small entry barrier to the North
American multinationals. The new technologies companies in Europe
have also sought partners with financial capacity to take on their larg-

er North American competitors®.

99 See Hubertus Hoffmann (1996), Venture capital: where are Europe’s new media en-
trepreneurs”. Intermedia vol. 24, No. 6.
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Currently, after the stock market crisis of the new technologies and
debts run up through heavy investments in the mobile phone market,
some telecommunications companies find themselves at a crossroads:
these companies face the choice of either specialising or integrating
their businesses'”, In such innovative and changing sectors, competi-
tors” strategies increasingly require the combination of imagination
and discipline!®’,

TABLE 2.22
Internet Leaders and Foreign Capital Investment (Selected Countries)
Country Company Market share (%) | Foreign capital (%) — Country
BE (FI) Skynet (Belgacom) il 49 (various)
DE T-Online 49.3 1]
DK |ubii 56,4 lLycos — IS
ES Terra 006 v
FR Wanadoo 3.3 e 0
F1 Sonera 58.3 34 (various)
GB Yahoo 42.1 100 (Yahoo) = US
IR Yahoo 552 100 (Yuhoo) = US |
1T Seat Pagine Galle 584 0
NL lse (VNL) n. a TR (vanous
NO SO, n. [
PT PT Telecom 37 =3 (vanous) J

Source: Nielsen NetRatings v Jupiter MMXI (april 2001)

The offer on Internet could be grouped into four general fields: infor-
mation: entertainment; electronic commerce; and communications
services (chat, e-mail, newsgroup, video conferencing). The most re-
cent surveys reveal that European consumers use Internet as a tool for
searching for information on products and services and not so much as
a support for making purchases'®.The Internet service providers (ISP)
usually integrate several of the offers mentioned from their own Inter-
net portal. According to the monthly reports of the most respected In-
ternet audience tracking companies, the highest places on the ranking
of each country are usually held by portals offering general informa-

, 100 Sce Josep Isern and Maria Isabel Rios (2002), Facing disconnection: Hard choices
for Europe’s telcos, “The McKinsey Quarterly™, No.1.

101 See Gabriel Szulansky and Kruti Amin (2001), Learning to make strategy: balancing
discipline and imaginarion. “Long Range Planning”, No. 34, 537-550.

102 See European Interner surfers in their artitudes to online privacy, (X11.2001), *Media
and Marketing Europe™.
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tion, services and entertainment. Users also visit online versions of the
leading conventional media when they demand quality general infor-
mation, but they do not hold highly relevant places in the ranking of
Internet consumption.

From the business point of view, the global entertainment conglomer-
ates such as AOL-Time Warner, Vivendi Universal, News Corporation,
Walt Disney or Bertelsmann have altered their business approach. If a
decade ago these companies usually made films, television pro-
grammes, music or publications, now they create brands'®. Business
uncertainty is combated with a strategy of commercial exploitation of
each link of the value chain. The brand of a product generates revenue
in films, television, music, publications, merchandising, theme parks
and the Internet. This strategic model requires decentralisation, team
work and confidence to innovate. Owners’ personal aspirations have
also been crucial in the activities of these giant corporations: personal
rivalries, and —occasionally— the desire to gain media power!™.

The globalisation of entertainment has become more accentuated es-
pecially in businesses related to music and films, which usually create
a homogeneous demand in markets with different cultures'*. The pro-
liferation of television platforms in Europe has provided many busi-
ness opportunities for global companies, which have exported chan-
nels such as MTV, Nickelodeon or CNN. The balance between being
global and seeming local has produced deals between national firms
and international entertainment companies. Recently, some multina-
tional entertainment companies have made a fundamental leap with
their entry into markets with great potential which until only a few
years ago were heavily restricted by politics and legislation'*.

103 See “The Economist™, (19.X1.1998). A brand new strategy, (survey).
104 See “The Economist™ (19.X1.1998), Elbow power, (survey).

105 Sce McChesney, R.. (1999), Rich Media, Poor Demoeracy, University of Tlinois

Press. llinois,

106 See “TBI” (November/December 2001). AOL Time Warner targets Asia.
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The film sector represents the extreme case of the United States’ dom-
inance over Europe. The Buenavista, Warner Bros., United Interna-
tional Pictures and Fox Films distributors hold extremely important
positions in European box-office takings. Batch distribution. syndi-
cates between the majors, the huge size of the Hollywood industry and
the absence of a strong business fabric in Europe present problems for
the competitiveness of the European film industry. With inadequate
funding, marketing and distribution, European companies have failed
to redress the commercial balance with the United States in the audio-

visual sector (table 2.23).

TABLE 2.23
Film Distribution Leaders and Forcign Capital Investment (2000) (Selected Countries)
Market share (%) | Foreign capital (%)— Country

[ Country Company

| DE urp N7 100 (1P - US
ES Buenavista 164 100 (Buenavista) — US
FR Gaumont Buenavista 18,8 50 (Buenavista) — US
IR uie 25 100 (LTP) - US
SE l'ox Lilms 27 100 (Fox) - U'S

Source: authors’ own research

Over the last decade, there has been a drop in the audiences of films
produced in Europe, despite the increase in the number of productions.
The single market favours the export of North American films which
have the backing of extremely efficient distribution and marketing sys-
tems. The North American star system has not found an equivalent in
the European industry and beyond their national borders productions
are rarely box office hits. The EU's” intervention —with subsidies grant-
ed by the Media Programmes and the Television without Frontiers Di-
rective— has not proven itself to be particularly effective up to now.

Market fragmentation restricts the competitive capacity of the Euro-
pean production sector. Germany and Great Britain represent 50% of
the audiovisual market. With France, Italy and Spain the figure rises to
86%. Of the rest of the EU countries not one of them reaches 2% of the
market. For less populated European markets it is even more difficult
to keep a check on the dominance of the North American audiovisual
industry. In the last decades the imbalance has become worse: in the
sixties, European films in a foreign language took 5% of box-office re-
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turns in the United States. Today the figure is around 0.5 per cent. In
2000, the total revenue from films in a foreign language in the United
States only came to 29 million dollars. Even though it was a year when
there were more new films premiered than ever, there had not been
such poor revenue figures since 1995.

Europe continues to be the main destination for the North American
audiovisual contents: it contributes 57% of the revenues of the North
American companies outside their own market'"’. This percentage
means that the chief Hollywood producers make their audiovisual
works increasingly with European consumers in mind.

In music distribution, Napster’s initiative on the Internet has caused
the record companies to re-think a change in their traditional business
model. Universal and Sony will place their record portfolio at the pub-
lic's disposal in Pressplay, Microsoft’s MSN web page, in Yahoo and
in MP3.com. Its rival, MusicNet, a conglomerate of the record compa-
nies EMI. BMG, and Warner, will have its dotcom dominion in the al-
liance with RealNetworks. In this sector, in which five companies mo-
nopolise the world market, technological uncertainty is accentuating
concentration through alliances.

The online music market looks promising. Napster managed to have
80 million users exchanging up to fifteen thousand million musical
archives. But it remains to be seen how the public will react to the
change from free usage to subscription charges.

In the European music industry the presence of foreign capital in the
leading companies is highly significant. Warner, Sony and Universal
are the giant distributors and control a good part of the market (table
2.24). The German company Bertelsmann Music Group (BMG) holds
first position in its national market and an important position in the
other countries.

( 107 European Audiovisual Observatory (2000). Staristical Yearbook: Cinema, Television,
Video and New Media in Europe, Strasbourg.
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TABLE 2.24
Music Industry Leaders and Foreign Capital Investment (2000) (Sclected Countries)
Country Company Market share (%) | Foreign capital (%)— Country
DE BMG [ 0
BE (FI) Universal 25.6* 100 (Vivendi Universal) - FR
ES Universal n.a. 100 (Vivendi Universal) — FR
FR Universal 35 100 (Vivendi Universal) — 'R
FI Warner Music 14 100 (Warner) — US
NL Universal 27 100 (Vivendi Unaversal) - IFR
NO Polygram 21 100 (Vivendi Universal) — IFR
PT Universal 21,8 100 (Vivendi Universal) = FR
SE Sony Music 20 100 (Sunyy - JP
GB Universal 24 100 (Vivendi Universal) = FR

1999 figures.

Source: authors’ own research

The commissioner for the defence of competition for the European
Union, Mario Monti, has often acted to prevent abuses of a dominant
position in the sector. The merger attempts of the British EMI, first
with Time Warner and then with Bertelsmann, were averted in order
not to create situations of excessive domination.

The advertising sector is also characterised by a high degree of con-
centration and by the presence of foreign capital in most of the leading
companies of each country. Concentration in the advertising market
had its beginnings in the sixties and has increased in the last decade.
The world corporations dominate the market (table 2.25). Buying ad-
vertising space in the media increasingly requires a strategy of con-
necting agencies from different countries with transnational media
groups. Small companies tend to be absorbed by the larger ones. so
that the world scene is dominated by a dozen of macro-corporations
such as Ogilvi & Matter, Saatchi & Saatchi, Omnicom, McCann or

Grey Advertising.
The advertising market’s heavy dependence on the economic situation
is another factor favouring concentration. In moments of recession

consumption falls and companies are forced to cut back on advertising
spending!®®. Internationally diversified companies are better placed to

108 See “The Economist” (25 October 2001), Sucked into the quicksand.
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deal with those economic ups and downs than the small national agen-

cies.

TABLE 2.25

Advertising Industry Leaders and Foreign Capital Investment (2000) (Selected Countries)

Country Company Foreign capital (%) = Country
BE Q&M Group 100 (Ogilvy) — US
DE BBDO 100 (BBDO) - US
DK Grev Com. 100 (Grey) = US
ES Mec Cann Erickson 100
FR Havas Adverasing 80 (Stock ex. 4 de Snvder v Putnan)
F1I Sek & Grey 22 (Grey) — US
GB Abbote Mead Vickers 100 (BBDO) - US
IR Me Connells 0
IT Armando Testa 0
NL BBDO Netherlands 100 (BBDO) - US
rPT Me Cann Linckson 100 — US

Source: authors’ own research

The full picture, then, of the concentration of the communications in-
dustry in Europe is an extremely varied one. Some sectors, such as
newspapers, radio or commercial television are dominated by home-
grown companies. Others, in contrast, have seen their capital pass in-
to international ownership: pay television, the film and music indus-

June 2002 H Number Three

tries, advertising and Internet. The degree of concentration has fallen
in radio and commercial television as a result of the liberalisation of
the two sectors. However, the leaders usually attract high market quo-
tas in music, film and pay television. The regulatory authorities will
have to remain vigilant in order to prevent abuses of dominant posi-
tions in those sectors.
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3. Strategies

The main task of the most senior managers in any company lies in de-
termining how their organisation will compete in the market: what will
be done to exploit its strong points and the opportunities that arise as
well as neutralising its weaknesses and threats; if the top managers are
right in their strategic decisions, companies can obtain a competitive
advantage sustained over time'": they are able to offer something that
has value for the public and cannot be easily imitated by their rivals.

Strategy always involves establishing priorities, backing some objec-
tives at the expense of others. For instance, a regional newspaper can
start up a policy of local editions, bringing it closer to its readers; and
a radio station or television channel can specialise in pop music, with
the aim of presenting a particularly attractive programming schedule
for young audiences. But in any of those situations, other possibilities
will have to be precluded: perhaps in the first case it may not be pos-
sible to designate much in resources to international news, and an old-
er audience may not be interested in pop music radio stations.

Strategy is not about reaching a fixed point, a point of arrival: each
company’s strategic plan should be modified at the same pace as the
changes that take place in external circumstances (the market) and the
internal ones (available resources, staffing, company prestige, etc.)
Strategy, then, is rather a moveable point located on the horizon, pro-
viding light so that companies’ basic decisions are coherent and are not
taken solely on the consideration of immediate needs. As some writers
have pointed out''* that focal point on the horizon changes place with

increasing speed because markets are becoming more and more dy-
namic.

‘>"19 See Michael Porter (1985), Competitive Strategy, The Free Press, New York.

110 See e.p. Gary Hamel (2000), Leading the Revolution, Harvard Business Press,
Boston.
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There does not exist an “ideal” strategy, which adapts itself to any or-
ganisation: the decision on how to compete is taken after the internal
and external analysis; and no company ever finds itself in an identical
situation to another one which means that we can conclude that it is on-
ly by chance that strategies limited to imitating one of the rivals, per-
haps the market leader, are successful.

The first strategic decision refers to the size: managers ask themselves
if their company should a) grow, b) stay as it is or c) cut back. After
deciding on one of those options, they will have to decide when and
how they can put their plans into practice.

But those possibilities only exist on a theoretical level; in practice, no
company can reject the chance to grow. Indeed, maintenance and cut-
ting back strategies are almost always considered as provisional:
sometimes companies understand they cannot grow until they solve
certain internal problems (normally economic, financial or labour mat-
ters) and they give more time to the reorganisation of their structure,
staff, financial resources and material assets.

Any choice different to growth is really a way to recognize that, at least
for the time being, te company is not able to increase its size; this is
confirmed by how companies fare on the stock exchange: investors
chiefly reward profitability and forecasts of growth, so that companies
with substantial profits may be penalised by investors if their growth
rate falls.

The pressure of value markets and other economic, political and psy-
chological factors on managers are the reasons why there is a general
obsession with increasing company size'''; however, —as we shall
analyse in the first section of this chapter— growth poses many prob-
lems.

111 A critical vision of this tendency in the communications industry can be seen in Dean
Alger (1998), Megamedia: How Giant Corporations Dominate Mass Media, Distort
Competition and Endanger Democracy, Lanham, Littlefield Publishers.
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3.1. The Risks of Growth

When companies grow there is a greater risk of them becoming less
specialised and, as a result, less efficient in their activity; moreover,
corporate culture can suffer as a consequence of the difficulties of in-
ternal communication which tends to have an adverse effect on staff
motivation; increase in size usually brings in its wake self-sufficiency,
less experimentation and the impetus for innovation is lost.

Also, some executives are well able to manage small companies but
are not so good at directing large corporations: the same type of skills
are not required for motivating a small team of writers on a local radio
station as for organising 85,000 employees from AOL-Warner and ex-
plaining to them the advantages of the merger of the two companies.
In those cases when media groups grow and managers keep their posts
the characteristic situation of the “Principle of Peter” can occur, ac-
cording to which employees tend to rise in their companies until they
reach their level of incompetence.

Large sized companies usually become bureaucratic organisations
with high costs in coordination between departments and are slower
off the mark to respond to changes in the prevailing climate. Chris-
tensen. in his widely read book''?, argues that the giant firms are expert
in serving their clients but that same orientation limits their capacity to
take advantage of the possibilities offered by the new technologies.

Even more critical of the gigantic size of firms is Peter Chernin, in
charge of the Fox television and film empire for News Corporation:
“In the management of creativity, size is your enemy”'"*: one person
managing 20 movies is never going to be as involved as one doing five
movies. This leads to the tendency to break down large businesses in-
to small independent units or to initiate “cannibalization™ strategies,

112 Clayton Christensen (1997). The Innovator'’s Dilemma. When New Technologies
Cause Great Firms 1o Fail, Harvard Business School Press, Boston.

113 Cit. in Fear of the Unknown (4. XI1. 1999), “The Economist™, 73.
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one of the most striking examples of this is Jack Welch’s Internet ini-
tiative at General Electric called “Destroyyourbusiness.com”.

Most concentration operations pose problems of a financial nature:
takeovers usually involve an increase in debt, because they have either
been financed by bank loans or because the acquired firm has substan-
tial debts. Many of the worldwide takeovers on a large scale in the last
few years have produced giant sized companies but they have also
been burdened with huge debt commitments. One way of neutralising
that problem is to sell off part of the assets acquired as Vivendi did
with Universal’s division of alcoholic beverages!'!.

Many multimedia groups have not been able to generate meaningful
synergies. On paper —that is, in assessments prior to the decision to
take over a company or launch a new medium in the market— the inte-
gration of several communications media in one group offers advan-
tages; advertising exchanges, joint use of news sources and other re-
sources, sales and purchases en bloc, etc. However, those plans are not
always put into practice, among other reasons, because any type of co-
ordination requires managers from each business unit to be capable of
accepting different points of view and to play a less prominent role;
and, if egomania is an illness quite commonly found amongst execu-
tives, in the media world it seems to have reached epidemic propor-
tions,

Another classic difficulty of growth strategies stems from the extent of
the geographical area where companies are present: frequently, one of
their most valuable assets has been an excellent knowledge of their
market, and after penetrating other territories they have discovered
—with a higher or lower cost to their income accounts— the negative ef-
fects of being unaware of the new rules of the game. This was the case,
for instance, for most of the companies that acquired communications
media in Central and Eastern Europe in the nineties.

114 See Risks abound in Vivendi’s convergence strategy (3.V11.2000), in “Variety Deal
Memo™, 8.
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A similar phenomenon occurs when groups specialised in the manage-
ment of one type of communications media become owners of anoth-
er sort of product. After the liberalisation of the European audiovisual
sector, a good number of companies owning print media have, with
reasonable success, ventured into the television industry''s. In contrast,
this has not been the case of the traditional communications compa-
nies’ initial experience in Internet ''%; indeed, many takeovers in that
sector have been the result of the wish to incorporate new know-how
—rather than new brands or new material assets— as far as the elabora-
tion and distribution of on-line contents are concerned.

The growth of companies means that managers become unfocused,
finding themselves forced to give their time and attention to many ac-
tivities; thus they are less able to take on specific problems, put for-
ward ideas and motivate employees.

Rupert Murdoch’s career may illustrate this problem. The story of his
communications group began with a newspaper inherited from his fa-
ther, the “Adelaide News”. The owners of the top newspaper in Ade-
laide threatened in writing to drive 22 year old Rupert and his mother
out of business unless they sold out at a bargain price.

Forty five years later Murdoch explained his reaction: “I published our
opponent’s offer on the front page under a headline that screamed, Bid
for Press Monopoly! And I included in the story a photograph of the
confidential letter to my mother. That ruined any chance 1 might ever
have had of being invited into the better clubs of Adelaide™"”. But he
won the ensuing newspaper war and later gobbled up his rival.

115 This explains that between 1990 and 2000 1000 new cable and satellite television
channels have been launched in Europe. See “Screen Digest” (I1I1.2001), Over 100
New European Channels Each Year, 85-86.

116 An analysis of the causes of the failures of investments in Internet can be found in
Michael E. Porter (I11.2001), Strategy and the Internet, *Harvard Business Review”,
63-78.

117 Cit. in Marc Gunter (26.X.1998), The Rules according to Rupert, in “Fortune”, 92-97.
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In contrast, Murdoch failed in his repeated attempts to become one of
the leading players in the television market in several European coun-
tries, such as Italy, Germany or Spain. In every one of those cases, the
investments carried out in the nineties were not followed up by an im-
portant personal presence of the President of News Corporation, given
that in that period his priorities were aimed at consolidating the posi-
tion of Sky in Great Britain, Fox in America and gaining ground in the
Asian television market.

The difficulties pointed out explain how the evolution of many com-
panies can be mapped out as follows: in a first phase, the impetus of
the promoters and the boldness of all of the members of staff allow
them to “enter” the market and to challenge, to a certain extent, bigger
rivals; later, the company gains competitive production instruments
and distribution systems, enabling it to reinforce its position in the
market and improve its profitability; this is followed by a period of ex-
pansion into new markets or by the greater variety in offer in its own
market; at this point, the problems previously mentioned which are
characteristic of large corporations can emerge: growth crises. For
some companies, that signals their end; in contrast, others manage to
recover —which means they are forced to review their structure and
strategy— and they continue to progress until a new crisis arises'!s.

As organisations grow they take on new challenges and carry out tasks
which require the ability to adapt and learn quickly. All change —par-
ticularly if it affects size— involves risk; but, despite this, most compa-
nies decide that their best strategy —and often the only decision possi-
ble- lies in increasing their size.

118 A systematic analysis of these processes can be found in Larry E. Greiner and Vi.rginia
E. Schein (1989), Power and organization development: mobilizing power to imple-
ment change, Addison-Wesley, Reading (MA).
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3.2. Advantages of Growth Strategies

Companies attempt to grow because they consider that they will be
able to neutralise the disadvantages of increasing their size''” and they
believe that stagnation is even worse, proving unsatisfactory to in-
vestors and employees: the former, because lack of growth would im-
ply a drop in the value of their shares, and the latter, because their
chances of getting on and developing professionally within the firm
would be extremely limited.

The relationship between business growth and personnel policies is, in
a certain way, paradoxical: as we previously pointed out, the success
of creative businesses does not depend so much on the size of the or-
ganisations as on the ability to build excellent teams; but people with
talent ~who make up those teams— want to work in innovative compa-
nies which, because of their culture of meeting new challenges, tend to
grow more quickly than their rivals.

Moreover, in some communications sectors, creativity in the elabora-
tion of contents requires a strong complement of distribution and, in
this latter aspect, size provides fundamental advantages. The record in-
dustry is a good example of this situation: the five giant companies in
the sector: Universal, Sony, EMI, Warner and BMG-each one of them
with an extraordinary distribution network, monopolises 77.4% of the
world market. The rest of the companies, without a competitive distri-

bution network, between them divide up the remaining 22.6% of the
market'20,

Other reasons exist for why communications companies have carried
out growth strategies: a) to combat the concentration of the advertising

1

19 “The last few years have seen more and more large firms trying to imitate the flexi-
bility of their smaller rivals. Some have contracted out all but their core businesses.
Others (...) have organised themselves into semi autonomous teams and then treated
those teams as business units”™. Does size matter?, “The Economist” (11.V1.1994), 68.

120° See Music Business Industry (2000), World Report.
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industry; b) to make the most of the advantages inherent in scale
economies and synergies; c) to diversify business risk; d) to seek “op-
portunities” in particularly attractive markets and businesses; €) to
keep up their market share and privileged relationships with suppliers
and distributors; f) other causes which are more psychological and
emotional than economic in nature. We will now proceed to analyse
each one of those causes.

The changes undergone by the advertising industry at the close of the
twentieth century are one of the main reasons for the growth of the
communications firms. Increase in investment, distribution of a more
varied range of supports and the concentration of purchase orders of
advertising slots and times places small media businesses in a weak
position, because they lack negotiating strength with the giant adver-
tising intermediaries (agencies and media buying services)'?".

The traditional relationship between advertisers and media was estab-
lished in conditions of a certain balance. The only intermediaries —the
advertising agencies— confined themselves to devising the campaigns,
negotiating the media plan and retained a fixed rate commission of
15% of the advertiser’s budget investment, but they did not take part
in decision making on tariffs and discount policies. That contracting
system has been replaced by a more complex, and frequently less
transparent relationship.

Hardly any of the main advertising groups has escaped the wave of
mergers and takeovers that have been typical in this industrial sector,
as shown by the commercial names of many important agencies and
buying services, whose acronyms are often the initials of acquired or
merged companies. The increase in size has been due both to the aim
of achieving bigger discounts from the media as well as the necessity
to meet the needs of the multinational corporations which tend to com-

121 “Already. 20 companies control three-quarters of worldwide advertising revenue. In
America, eight companies control 97% of television advertising revenue”. Star turn.
“The Economist” (11.111.2000), 79.
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mission agencies and media buying services present in the most de-
veloped countries to take charge of their worldwide advertising cam-
paigns.

Faced with the increased negotiating strength of the intermediaries, the
media most dependent on advertising have been forced to group to-
gether and to operate in a more coordinated way. The most effective
response has been to carry out concentration processes similar to those
carried out in the advertising sector.

Other companies that —for diverse reasons— were not able to increase
their size have sought other ways to mitigate the advertising interme-
diaries’ position of dominance. For instance, some regional French
newspapers have set themselves up as advertising sales services; in
that way, they can negotiate with national advertisers and media serv-
ices from a less vulnerable position.

The search for size, credibility and scale economies is another deter-
mining factor in the growth strategies of communications businesses.
As they increase in size these companies gain some advantages unre-
lated to the commercial activity carried out: firstly, they are more able
to exert influence on the political system; they can, for instance, con-
dition decisions relating to the labour framework, tax rates or legisla-
tion on free competition'?2. But, above all, they exert their lobbying
function on aspects directly linked to the communications industry:
awarding licences to radio stations and television channels, concession
of direct or indirect aid to print media, regulation of media content, ad-
vertising, etc.

In latter years, many regional companies have sought to have a greater
presence in the capital city of their national market with the aim of be-
coming part of the small group of communications companies that act
as regular negotiators with the governments of their respective coun-
tries. This situation also occurs in smaller geographical areas with re-

122 See MLE. Beesley (ed.) (1996), Markets and the Media. Competition, Regulation and
the Interests of Consumers. Institute of Economic Affairs, London.
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gional governments and larger markets such as Europe with the giant
corporations which influence political and economic decisions of the
Commission of the European Union.

Another advantage in size lies in the ability to establish alliances and
joint ventures with privileged partners. Many cooperation agreements
between companies of two or more countries correspond to the fol-
lowing model: a company provides their know-how of the business
(contents, marketing plan, type of relationship which is established be-
tween suppliers and distributors, etc.); the other company contributes
its knowledge of the market and its power to influence the government
of that country, if the commercial activity to be carried out requires pri-
or authorisation or administrative concessions.

This strategy was followed, for instance, by Canal + and its interna-
tional expansion into pay television, Fininvest and Kirch in open com-
mercial television, Pearson in economic and financial news, Bertels-
mann and Hachette in books and magazine publishing and RTL in the
radio industry. In each country, those companies usually partner up
with the leading communications group in their respective market,
benefiting from the brand name, the know-how and the financial ca-
pacity of the previously mentioned multinational corporations.

Company growth also provides advantages particular to scale
economies'?’. The increase in units sold brings down the unitary cost
of the products because the fixed costs are distributed between a
greater volume of units produced. In this way, in businesses with very
high fixed costs —such as in the daily press, in the management of ca-
ble and satellite television systems and audiovisual production— the big
companies tend to monopolise a growing part of the market.

Also, the growth of companies has made the possibility of generating
synergies greater; these are achieved when the company’s structure

I 123 See Alan Albarran and John Dimmick (1996), Concentration and economies of Mul-
tiformity in the Communications Industries, “Journal of Media Economics™ 9 (4).
410-450. ’

June 2002 H Number Three



ALFONSO
SANCHEZ-TABERNERO
MiGueL CarvaaL

o
June 2002 B8 Numiber Three

MEDIA CONCENTRATION IN
THE EUROPEAN MARKET.
NEW TRENDS AND CHALLENGES

acts as a multiplier effect on the efficiency of its assets: in several de-
partments —for instance, contents production, distribution, technology
or marketing— different media of one company join forces to get the
most out of their resources.

In the area of contents, newspapers make savings by some sections be-
ing prepared by centralised editorial units. They can thus have a
greater number of foreign correspondents, offer their readers column
writers of prestige and own a great variety of news sources which
would be impossible if they had to face the costs alone'*.

Something similar occurs in the radio and television broadcasting .in-
dustries: radio and television join together to share the production
costs of news and fiction programmes, although in some countries le.g—
islation does not permit simultaneous broadcasting of those contents in
several geographical areas'?.

In contrast, communications companies located in very small markets
—with little ability to generate scale economies and synergies— are at a
disadvantage in competing with the giant communications groups. In
the European audiovisual sector, American companies have obtained a
dominant position: for instance, in most European countries the screen
share of national films is between 10% and 30% whilst American pro-
ductions reach figures of between 60% and 85% of the total sales'*®.

In the print media industry, the latter years have seen a greater pres-
ence of French publishers in Belgium and German companies in Aus-
tria and Switzerland. Medium-sized and small companies have reacted
in different ways to combat the competitive advantages of corporations

124 See Nicholas Coleridge (1993), Paper Tigers. The latest, greatest newspaper [yeoons,
Carol Publishing, New York. Also see Robert G. Picard et al. (1988). Press Concen-
tration and Monopoly: New Perspectives on Newspapers Ownership and Operation,
Ablex, Norwood (NJ).

125 See Colin Hoskins, Stuart McFayden and Adam Finn (1997), Global T_c’l'c'ri.\‘fnn and
Film: An Introduction to the Economics of the Business, Oxford University Press, Ox-
ford.

126 “Screen Digest” (V1.2000), US dominates fragmented Euwro film market, 188-190.
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with greater resources: in Austria and Ireland, governments have
favoured the consolidation of two large groups —Mediaprint and Inde-
pendent Newspapers— which dominate their respective markets; in
Switzerland there have been mergers of prestigious names such as
“Journal de Geneve” and the “Gazette de Lausanne” or the “Luzerner
Tagblatt” and the “Vaterland™; as far as Scandinavian countries are
concerned, they have continued with their traditional subsidy system,
initiated in the late nineteen sixties, aimed at curbing the disappearance
of titles.

Those measures have only partly mitigated the disadvantages of com-
panies in small markets; the best solution has been put into practice by
highly specialised companies —such as the Dutch Elsevier in the area
of scientific news—, which have been able to penetrate other countries
and have thus become competitive.

Company growth is also the result of the aim of diversifying risks.
Corporations owning media of the same kind (for instance, television
channels, production companies, or magazines, etc.) located in the
same geographical zone accumulate a high business risk; at the oppo-
site extreme are the companies present in highly varied markets,
grouping together print and audiovisual media, and whose business
units depend, to a differing degree, on advertising revenue.

Up until the nineties, a regional economic crisis, the rise in the price of
newsprint in the international markets, a change in the legal framework
of the audiovisual sector or inflation in the prices of television pro-
grammes could cause the main groups in each country to founder.
However, the largest communications companies in the world increas-
ingly obtain an ever smaller percentage of their revenue in their home
market whilst, at the same time, tending to amass media of a widely
diverse nature.

In this way, the giant international corporations have erected powerful
protective barriers against any possible crisis: only if there were reces-
sions at the same time in many countries or if there were a worldwide
drop in the demand for news and entertainment could there be any risk
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for the survival of the well managed highly diversified, giant commu-

nications companies'?’.

Frequently, the management of those companies decide to penetrate
new markets and take part in new businesses not so much to diversi-
fy their assets as to benefit from investment “opportunities”. The ide-
al situation for a company to successfully introduce itself into a new
country follows this model: a) it possesses the know-how that other
companies are unable to imitate; b) there is political and economic sta-
bility and a high level of consumption in the country; and ¢) by means
of joint ventures with local partners its lack of knowledge of the new
market does not prove to be an insuperable obstacle.

This type of situation does not usually arise because in the most at-
tractive markets —developed and with legal frameworks protecting free
enterprise— there is a strong level of competition and, therefore, many
companies try to innovate and incorporate technology, contents pro-
duction and distribution systems and marketing plans that have been
successful in other countries.

The only exception to that phenomenon occurs in “maturing” markets
which are still not attractive enough —lack of economic development
or political stability—, but can overcome this situation in a short space
of time. Those cases bring together two crucial aspects for foreign in-
vestors: vulnerable local companies and good prospects for profit in
the short or mid term.

127 The multimedia strategy is more effective for diversifying risk than for increasing
profits; such is suggested by Doyle in his analysis of the British market: “The sug-
,'%cstion that common ownership of television and newspapers creates specific cost-ef-
ficiencies or other tangible economic benefits is comprehensively challenged by the
findings of this study”™. Gillian Doyle (2000), The Economics of Monomedia and
Cross Media Expansion: A Study of the Case Favouring Deregulation of TV and
Newspaper Ownership in the U.K., Journal of Cultural Economics (24), 23.
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This is the case, for instance, with the recent wave of investments of
Spanish communications companies in Latin America'?; from the ear-
ly nineties an analogous phenomenon has taken place with some Ger-
man, British and French companies which have increased their pres-
ence in the Central and Eastern European markets.

A different option —taken, for instance, by Bertelsmann, News Corpo-
ration and Vivendi- lies in choosing a market with greater entry barri-
ers —the United States— but which is crucial for reaching global di-
mensions. In contrast, European companies —for legal, cultural and lin-
guistic reasons— have scarcely invested in Japan, which is the second
communications market in the world.

Growth strategies also serve to neutralise the strength of rival compa-
nies The increase in sales and assets of other companies present in the
same market brings with it the deterioration in the position of the or-
ganisations that have stayed ai a standstill. Market leadership provides
extremely valuable competitive advantages: it favours the company’s
prestige and its commercial brands; it enables it to maintain privileged
relationships —for instance, exclusivity contracts— with suppliers and
distributors: it confers a predominant role for establishing prices and
other “rules of the game” of the market; and, as has been pointed out,
it facilitates the establishment of pacts with prestigious corporations
from other geographical areas'?.

In the communications industry, newspaper companies figured as per-
haps the first examples of those defensive strategies: in order to main-
tain their predominant position in the offer of current news and adver-
tising information in their respective markets, they offered free publi-

l 128 A detailed analysis of this tendency can be found in Mercedes Medina EVl.ZOOl), Al-
gunas claves de la expansion de los grupos de comunicacion espaiioles en Lati-
noamérica, “Comunicacién y Sociedad”, Vol. XIV, 71-99.

129 “There is generally a strong and positive correlation between the market share and the
operating profitability of firms involved in either television or radio broadcasting or
newspaper publishing”. Gillian Doyle, ibid.,1.
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cations; later, ~when the legal framework permitted it— they acquired
shares in other media providing similar contents aimed at the same au-
dience: radio stations, television channels, on line news services, etc.

Similarly, television channels attempted to hold on to their ability to
win most of the public’s leisure time by their penetration into the in-
teractive contents industry. In most industrialised countries the average
television viewing time per person is between three and four hours;
but, at the end of the nineties, the development of Internet posed a
threat to television channels, especially in attracting the free time of
young people. At that time, the main television companies began to
make deals with companies specialised in the elaboration of content
for on line media and large corporations manufacturing software with

the aim of holding on to their lead as suppliers of entertainment to
households',

Also, many telephone companies —and. to a lesser extent. water, gas
and electric companies —have diversified into the contents industry
and have become cable television operators in order to maintain their
predominant positions as suppliers of basic services in the home.
These corporations have enormous financial resources at their dispos-
al, with the result that in some markets in very few years they have
gone from a position of not owning any communications medium to
becoming one of the leaders in the sector.

In practice, the communications companies grow because their man-
agement seek to simultaneously obtain several of the advantages sig-
nalled. For this reason, the mergers, takeovers, joint ventures and
launching of new media are usually owing to “offensive™ and “defen-
sive” reasons at the same time: they attempt both to maintain the mar-
ket share as well as taking advantage of investment opportunities: and,
often, they are also the result of the wish to become bigger and the
need to diversify business risk.

1

30 See lan Thompson (1999), Convergence in Television and the Internet (2™ edition).
Informa Media, London.
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There are also non economic reasons behind companies’ growth strate-
gies: frequently, owners and executives have acted out of personal rea-
sons: attracted by a new professional challenge or out of a desire for
greater professional prestige or power through increasing company
size'?!. The risk inherent in these motivations is that the executives’ in-
terest or preferences may not coincide with the best decisions for the
companies and their shareholders.

3.3. Vertical and Horizontal Integration

After analysing the advantages and disadvantages of the growth of
communications groups, we will study the ways of putting those cor-
porate strategies into practice: by means of processes of integration
(vertical and horizontal) and diversification (geographical and multi-
media).

Vertical integration assumes that a corporation controls the production
and commercialisation process of a business, either in order to avoid
dependence on suppliers and distributors or with the aim of increasing
profits. The first of these two objectives is necessarily attained when
the level of vertical integration is raised: if a company produces or
manufactures the raw materials, transforms, packages, sells and dis-
tributes them no intermediary can impair the quality of the products or
services made available to the public.

But, in practice, organisations are unable to reach complete vertical in-
tegration because they do not have at their disposal the experience,
know-how and financial capacity to be able to take part in each phase
of production and commercialisation of their business: in one way or
another, they always depend on other firms.

The other priority aim of vertical integration —raise company’s prof-

| 131 A detailed analysis of this phenomenon can be found in Jeremy Tunstall and Michael
Palmer (1991), Media Moguls, Routledge, London.
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itability— is based on a logical premise: the same company could retain
for itself the total sum of the profit margin earned by all of the inter-
mediaries present at the different stages of the production and com-
mercialisation process.

However, that argument does not take into consideration a key prob-
lem: vertical integration implies loss of specialisation!32, it means a
growth in fixed costs and leads to greater organisational complexity in
companies: the most well known supporters of the “reengineering”
processes used the weight of those negative factors to promote the sub-
contracting of services and tasks in the nineties'*.

The most advisable degree of vertical integration for each organisation
depends, above all, on the interest for companies in controlling one
part or all of the production and commercialisation process. In the print
media industry, that control brings very limited advantages: companies
do not become strong in their markets by owning the raw material or
efficient printing presses, or by possessing exclusive news sources or
by owning the best distribution channels.

In many markets, publishers do not compete in distribution (because
they share the same channels) or in raw materials (they are acquired
from the same manufacturers): their competitive strategy —their ability
10 achieve sustainable advantages— is concentrated in the elaboration
of news products. In those cases, vertical integration presents more
problems than advantages.

Some governments encourage vertical disintegration of the print me-
dia: for instance, in the Scandinavian countries, where citizens indi-
rectly fund the press through a subsidy system, legislation encourages
NeWspapers to share works premises so as to prevent high printing and
Circulation costs which could be a cause for public complaint.

132 See C. C. Markides and P. J. Williamson (1994), Related diversification, core compe-
lences and corporare performance, “Strategic Management Journal™ 15, 149-165.

133 See Michel Hammer and James Champy (1997), Reengineering the corporation: a
manifesto for business revolution, Nicholas Braley, London.
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In contrast, some of the large publishers from other European countries
still maintain a high level of vertical integration: Bertelsmann owns
print works, publishes books, newspapers and magazines and distrib-
utes its publications through “book clubs” in Germany and other mar-
kets; Hachette publishes and prints newspapers and magazines and is
the main shareholder of the “Nouvelles Messageries de la Presse
Parisienne”, which distribute most of the Parisian newspapers; Rizzoli
and Mondadori have followed similar strategies in Italy, as have Inde-
pendent Newspapers in Ireland or Mediaprint in Austria.

In any case, the print media usually reach a moderate or limited verti-
cal integration and, for the reasons pinpointed, that level of integration
is on the decrease'™. The appearance of new print media and advertis-
ing outlets and the fall in newspaper readership in many countries may
favour the processes of vertical disintegration.

However, in the audiovisual industry a rising level of integration can
be detected: unlike the case of the print media, in this sector it is of ut-
most importance to ensure the supply of key products and the control
of distribution, to such an extent that —as Grover and Lowry point out—a
company’s survival can depend on those factors'*.

In Europe, Latin America and Japan the television channels have dom-
inated the audiovisual industry; therefore, those companies have led
the processes of vertical integration. In contrast, in the United States
channels have, to a large extent, handed over their leading role to the
giant production companies.

134 See Robert G. Picard (1997), The Newspaper Publishing Industry, Allyn & Bacon,
Boston.

135 Ronald Grover and Tom Lowry (30.VI1.2001), For Media Giants, Hm'v Big is Big
Enough?, “Business Week”, 32. Also see William McCavitt and Peter Pringle (1996),
Electronic Media Management, Focal Press, Boston.
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In the audiovisual industry, vertical integration can articulate itself in
two ways!36: a) “Up-stream’: distributors of films and owners of
broadcasting rights acquire television channels, and radio stations and
television companies break into the production sector. B) “Down-
stream’: producers acquire or start off new television channels, and the
latter acquire shares in companies which are cable and satellite opera-
tors.

The most complete vertical integration implies that a company 1s pres-
ent along the whole chain, from the production of the instruments (tel-
evision sets, transistors, aerials, etc.), to the sale of advertising broad-
cast by the channels. The control of some stages of that process pro-
vides companies with few advantages; for instance, the manufacturing
of appliances and technical infrastructure business: in contrast. the
channels which control the production of successful programmes and
Occupy a predominant position in distribution —terrestrial, cable or
satellite— will very probably gain a high market share, whilst at the
same time establishing an impassable entry barrier for their rivals.

In Europe, from the birth of television, state corporations have
achieved a high degree of vertical integration. With deregulation in the
eighties and nineties private companies have followed that model.

Some owners of channels with access to terrestrial broadcasting net-
Wworks (Fininvest in Italy, TF 1 and Canal + in France) and companies
with broadcasting rights of the most popular programmes (Beta-Tau-
rus in Germany until 2002) have achieved privileged positions in their
féspective markets. In other cases, such as Great Britain. Holland or
the Scandinavian countries, anti-concentration regulation has restrict-
ed vertica] integration, so preventing companies reaching dominant
Positions,

136 Timothy Todreas (1999), Value Creation and Branding in Television's Digital Age.
Quorum Books, Westport, 100-104. Also see The Economist (19.VIIL2000). One
house, many windows, 68-70).
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The evolution of the degree of integration between producers and
broadcasters depends, to a great extent, on legislation: some govern-
ments determine that channels must acquire a percentage of their
broadcasting time from independent producers and have set up mech-
anisms to encourage the vertical disintegration of state corporations.

Horizontal integration implies the decision to manage a certain type of
business, situated at a specific stage of the commercial process'”; in a
certain way, its advantages and disadvantages are opposite to those of
vertical integration, because it promotes specialisation and permits the
generation of synergies and scale economies, but does not give simul-
taneous control of supply and distribution.

Communications companies integrated horizontally own the same type
of media in one or several markets: radio stations, or “real time” in-
formation services, or free publications, etc. With these growth strate-
gies, corporations attempt to introduce a product which has been effi-
ciently managed in its territory of origin into new markets.

Some factors favour the success of the processes of horizontal integra-
tion:

a) Executives are experienced in the management of the business
they are to initiate: the new tasks do not require specific addition-
al training and they do not distract them from their usual activity.

b) The problems of getting to know and penetrating a new market can
be solved through joint ventures with local partners.

¢) If the communications medium to be incorporated into the group
is not located in a remote market, it can benefit from the commer-
cial relations that the corporation has established with suppliers
and advertisers.

137 P. Very (1993). Success in diversification: building on core competence. *Long Range
Planning™ 26. 80-92.
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d) The increase in size and specialisation generates savings in the
purchase of raw material (newsprint) and elaborated products (pro-
grammes, news services, etc.)

e) With the incorporation of a new communications medium, the
group can establish an organisational and accounting system
which contributes to the development of this new medium: for ex-
ample, it facilitates access to the general services of the company
(data banks, reporting services, consultancy study reports, special-
ist advice in design, programming or marketing, etc.) at very low
prices.

The classic strategies of horizontal integration occur above all in the
print media sector'®: as has been pointed out, television companies
have preferred to have simultaneous control over production and
broadcasting of audiovisual contents; in contrast, publishers have
Placed more emphasis on amassing titles: they have put less effort in-
to controlling the printing and distribution stages.

In most cases, horizontal integration is usually accompanied by other
growth models: companies acquire more media of the same kind and
penetrate other countries whilst diversifying their activity towards new
businesses and acquiring shares in companies that supply and distrib-
ute their products.

By means of those investment policies “in all directions”, communi-
cations groups are made up of extremely complex structures which at-
lempt to integrate the advantages of each one of the growth models.

3.4. Multimedia and International Diversification

Up until the eighties and nineties, private corporations attained a mod-
crate degree of “multimedia™ diversification: their activity was con-

138 See Francisco Iglesias (2001), Marketing periodistico, Ariel, Barcelona, 33.
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centrated on one type of communications media. The first diversifica-

tion processes were carried out by newspaper and magazine propri-

etors who also began to publish books and free publications. Howev-

er, both legislators as well as the general public considered that those
growth strategies were a “natural development” of newspaper compa-
nies, and did not generate an excessive concentration of the power to
influence opinion.

From those years, “multimedia”™ diversification processes gained mo-
mentum which meant that, in a strict sense, the corporations were own-
ers of print and audiovisual media at the same time'*: the technologi-
cal innovations and the liberalisation of the audiovisual industry en-
abled the groups with greater resources to acquire or set up radio sta-
tions, television channels, cable and satellite broadcasting systems,
services distributed by Internet, and other news and entertainment me-
dia.

Therefore, fewer legal barriers and the impetus of technology have
been necessary in order for companies to diversify their business in the
communications sector . Having overcome those obstacles, corpora-
tions have almost unanimously followed those growth strategies.

“Multimedia” diversification generates basically three types of advan-
tages for communications groups:

a) It allows company risk to be diversified: when a company only
owns one type of media, any external factor that may have serious
effects for the profitability of that sector jeopardises the future of
the whole company.

b) It means going into new sectors with the potential for growth: in
many markets in which the sale of newspapers and magazines has
stagnated, publishers have invested in the audiovisual industry

| 139 See Juan Carlos Miguel de Bustos (1993), Los grupos multimedia: estructuras y es-
trategias de los medios europeos, Bosch, Barcelona.
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which attracted a growing percentage of advertising revenue'#’; at
the same time, owners of publications, radio stations and television

channels have acquired shares in companies owning interactive
media.

c) It leads to the generation of synergies: with the integration in one
group of different publications, radio stations, television channels
and other media, some can lend support to others, to the extent that
a medium’s survival may depend on the fact that it is backed up by
a large, highly diversified company.

The media owned by “multimedia™ groups benefit from the synergies
that appear in several areas: they share news and information sources:
they achieve greater work efficiency, for example because they pro-
duce information or sell advertising for several distribution channels:
the prestige of the more consolidated media is transmitted —at least in
part— to the more recent initiatives: a corporation’s commercial rela-
tionships with its suppliers and distributors smoothes the way for a
favourable reception of their media in the market, including of those in
a weak competitive situation: the group’s research services provides
valuable information —regarding audiences and the economic climate—
for all its business units; and, in some cases, several media can make
use of the same installations and production systems, and make the

most of the technological innovations that occur within each corpora-
tion.

Despite the advantages pointed out, most of the companies that have
followed “multimedia™ diversification strategies have encountered
more problems and difficulties than they had calculated on: often, they
have not been able to meet the deadlines forecast for the assimilation
of the new acquisitions and the recoupment of investments.

140 A case analysis of the economic effects of the diversification ol newspaper companics
can be found in Robert G. Picard and Tonny Rimmer (1998), Weathering a Recession:
Effects of Size and Diversification en Newspaper Companies. *Journal of Media Eco-
nomics™ 12 (1), 1-18.
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Another problem of multimedia diversification is that, on occasions, it
does not limit the business risk as much as the owners and executives
would wish: as shown in table 3.1, companies owning several media
which are apparently businesses bearing little relation to each other
may depend on one predominant source of revenue — advertising
which could have serious consequences for those corporations if that
sector were to go through a period of difficulties '*'.

Multimedia diversification requires company executives to widen the
scope of their knowledge; companies that carry out the same type of
activities increase their efficiency through experimentation: failure as

TABLE 3. 1 European Media Groups’ Dependence on Advertising

Mediaset o e
ProSiebenSat1 )
TF1
RTL Group
Granada Media S Te
MTG ] 46
Carlton Comm. 3 ) ‘ a7
Studio Canal 30
BSkyB 113

FoxKids Europe | = 6 | | | | ]
0 20 40 60 80 100
% of revenues from adverlising 2000

Source: Merrill Lynch

well as success provides highly valuable information, permitting
Processes to be improved upon and higher quality of the supply.

In contrast, when corporations go into new businesses bearing hardly
any relation to their traditional activities, there is very little pOSSibility
to benefit from this type of “gradual learning”; therefore, executiyeg

141 TV International (5.11.2001), Report roundup, 3.
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tend to make more mistakes, especially if they have a limited ability to
learn or if their way of thinking is highly determined by the profes-
sional tasks carried out in the past'#?,

In this last aspect, the difficulty of the giant communications compa-
nies to understand the “game rules” of Internet is significant; the lead-
ing players of most of the success stories of the nineties within the on

line sector have been companies which were not present in the com-

munications sector: small, flexible companies unencumbered by bu-
reaucracy and with the capacity to understand the logic of non lineal
contents have devised the most visited portals and the most successful
businesses on the Net.

Joint ventures and collaboration pacts are the quickest and most effi-
cient way to preventing mistakes and loss of competitive capacity in
multimedia diversifications when corporations venture into unfamiliar
sectors: in this way, to the financial capacity and the value of the brand
names and the material assets of the traditional companies are added
the innovative spirit and the know-how provided by other partners.

As we have seen, multimedia and multisectorial growth presents ad-
vantages and disadvantages, so that each communications company
must detect the most appropriate degree of diversification in accor-
dance with their internal and external characteristics. In contrast, al-
most all the companies —or, at least, the most successful ones in their
respective markets— aim to broaden the geographical area in which
their messages are distributed.

The only examples of leading communications groups in their coun-
tries that have not penetrated into other markets are state radio and tel-
evision companies: very few of these companies undertook interna-
tionalisation processes when they could have benefited from situations
of monopoly in their internal markets because their mission was re-

s

42 Chris Forrester (2000), The Business of Digital Television, Focal Press, Oxford, 240-
261,
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stricted to guaranteeing pluralism and the quality of the radio and tel-
evision contents within the boundaries of their national borders.

The globalisation of markets has meant that at the end of the nineties,
a good part of those public corporations —like the BBC, the RAI or
TVE- had initiated their international development'#3; their managers
have discovered that they need sources of additional income in order
to provide quality products attractive to the public, because otherwise
they will find themselves at a competitive disadvantage faced with
much larger rivals.

In the growth of communications companies several stages can be dis-
tinguished: strengthening of the competitive position in their own in-
ternal market, first sortie abroad, consolidation of the international
presence and configuration of “transnational” groups.

At least two causes impel those growth processes: legislation and tech-
nological innovations. The legal framework acts in a dual sense: first-
ly, each country establishes mechanisms for preventing an excessive
concentration of media, so that the companies which reach the estab-
lished limits must invest in other markets if they wish to continue their
growth strategies; secondly, in many countries the protectionist barri-
ers preventing investments by foreign companies become less strin-
gent.

Technology drives communications companies to be present in more
markets because the coverage of a good part of the contents transmis-
sion systems goes beyond national borders, as is the case with Internet
and satellites relaying radio and television programmes. This phenom-
enon affects —although to a lesser extent— newspapers and magazines,
which can use satellites for sending pages to their printing works.

143 About the British case, See The Economist (20.V.2000), Greg's big ideas, 49-50.
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As Pearce points out, the processes of international development pose
new challenges and problems'*. The first obstacle arises from the dif-
ficulty of knowing and adapting to the “game rules™ of new markets.
Often, the organisational systems, production processes, contents and
distribution channels cannot be transferred from one country to anoth-
er: the differences in consumer habits and public preferences, eco-
nomic and cultural climate, labour legislation and other aspects of the

industrial fabric present serious problems of adaptation for exporting
firms.

Almost all communications companies have examples of expensive
and spectacular failures in their processes of international develop-
ment. caused by ignorance or underestimating the differences between
their domestic markets and those of other countries. This type of dan-
ger is averted by a more careful analysis of the new markets, experi-
mentation and by means of joint ventures with local partners.

As we have pointed out, there do not exist “ideal” geographical areas,
degrees of media diversification or types of integration: all combina-
tions have advantages and disadvantages. risks and possibilities. Each
company should be aware of this fact and choose the best option for
their internal and external circumstances. with the aim of reaching and
preserving a sustainable competitive advantage.

3.5. The Versatile Organisation

Irrespective of the strategy chosen, the dynamism of the market re-
quires increased flexibility, greater anticipation of contextual changes
and more innovation from communications companies. Directors of
the best managed European communications groups attempl to swiltly
£ain an in-depth understanding of the sector’s new challenges and to
lead change in their organisations.

144 Robert D, Pearce (1993), The growth and evolution of multinational enterprise: pat-
terns of geographical and industrial diversification, Edward Elgar. Aldershot.
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A company is only innovation driven when its managers are realistic
in their perception of the difficulties that any proposal for change must
face'*S. Innovative proposals will encounter internal obstacles even if
companies identify deficiencies in the distribution of newspapers and
magazines they publish, discover that the programming schedules of
their radio stations are elaborated by imitating competitors or realise
that the brand names of their television channels have lost prestige and
are second-rate.

Innovation is hindered by corporate cultures focusing on short term re-
sults, by paralysing bureaucratic structures, by a low level of trust and
staff integration, the lack of team work, arrogant attitudes of executive
directors, the absence of leadership and the human fear of the un-
known.

Traditional business thought used to conceive organisations as ma-
chines prepared for carrying out productive functions. That mentality
explains in part the role played by engineers in business management:
their task lay in designing and controlling the system. Precision and ef-
ficiency were the classic aims of those companies.

As Turner explains'#, the new language of innovative organisations is
different: federalism, pacts, voluntary teams, commitment, passion for
new discoveries and “‘ad hoccery” have taken the place of excessive
rules and regulations and inflexible structures.

In the past, business thought was based on the idea that human deci-
sions are carried out mainly by rationalistic calculations pursuing indi-
vidual self-interest. However, there is sufficient evidence to show the
reductionism of that anthropological basis; in institutions in which
there prevails a climate of trust, most employees accept decisions
which they neither like nor are beneficial to them: they are aware that

| 145 See John P. Kotter (1996). Leading Change, Harvard Business School Press, Boston,

146 Rodney Turner (1997), The Versatile Organisation: Achieving Centuries of Sustqin.
able Growth, “*Europcan Management Journal™, (15) 509-522.

Number Three

—
ey

)9

June 2002




ALFONSO

MEDIA CONCENTRATION IN

SANCHEZ-TABERNERO | THE EUROPEAN MARKET.

MiGuEL CARVAJAL

June 2002 E Number Three

NEW TRENDS AND CHALLENGES

all work requires commitment and effort which is justitied for the good
of the company and their work colleagues'*".

Traditional communications companies are discovering that their clas-
sic advantages are losing ground: experience in the elaboration of
news and entertainment programmes, good reputation and privileged
relations with suppliers and distributors. These strengths cannot pre-
vent the success of the new competitors who are “intensive in know-
how™, and have a greater culture in innovation.

More and more companies owning print and audiovisual media are fo-
cusing on models of people management characteristic of more inno-
vative and versatile organisations: in the selection of new staff man-
agers place much more value on the candidates’ energy and capacity of
commitment; also some communications companies that are over-en-
cumbered by bureaucracy have created small pockets of innovation
and generation of know-how, with the aim that they will become
bridge-heads for more generalised cultural changes: this is the case
with the on-line editions of some newspapers and new products
launched by the publishing companies.

This change in the business paradigm has brought about a secondary
positive effect - the greater the internal culture of the organisations, the
less structure is needed to ensure coordination: as a consequence, bu-
reaucracy is reduced and rapid response and flexibility in a company
are promoted.

The drawing up and communication of some clear, intelligible and in-
spiring aims —the “mission” of the company— helps to promote the cul-
ture of internal learning and innovation'**, The mission is not a slogan,
an advertising ploy, a new strategy or a declaration of good intentions.

147 See Frederick F. Reichheld (VII-VIIL2001), Lead for Loyalty. “*Harvard Business Re-
view”, 76-84.

148 Sce Alfonso Nieto (1988), Cartas a un empresario de la informacicon, Fragua, Madrid
(especially Carta XI, “Los nuevos gerentes™, 89-103)
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On the contrary, a clear mission fulfils several interesting functions: a)
it guides, because it promotes a long term vision and helps to establish
priorities; b) it is a reminder of principles and reasons for decisions; c)
it inspires new possibilities, it encourages challenging targets to be
tackled; d) it controls, because it permits the resolution of conflicts of
interpretation or competences; e) it provides a greater share of free-
dom, because it renders rigid structures and niggardly regulations un-
necessary, and means that no initiative is paralysed before meeting the
supervisors’ approval.

Companies cannot obtain competitive advantages by amassing islands
of information and closed pockets of experience, which do not benefit
the rest of the departments and areas of work. In practice, the main
source of synergies of the big communications groups comes from the
capacity to share and transfer ideas and knowledge. This occurs, for in-
stance, with Pearson, in the field of economic and financial news, with
G + J in the magazine market, with VNU in the sector of computing
publications, with RTL in commercial radio and television, or with
Canal + in pay television.

Growth, therefore, can lead to self-complacency and bureaucratiza-
tion; but it can also promote dynamism and innovative capacity in
companies. The future, of communications companies, in good meas-
ure, lies in the choice they make between one strategic and organisa-
tional model and another.
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4. Legal Framework

Up until the end of the eighties, the mass media in Europe were regu-
lated by the governments of each country. In this period national fron-
tiers still constituted barriers difficult to break down: most of the lead-
ing companies in the communications sectors were made up of nation-
al capital; each State faced different problems of concentration and at-
tempted to deal with them without looking too much to their neigh-

bouring countries.

In this way, a tradition which had emerged with the first press laws of
the seventeenth century was continued. High court jurisdiction, legal
regulations and the anti-monopoly commissions had a “national™ geo-
graphic scope.

At the beginning of the nineteen forties a similar phenomenon oc-
curred in the European audiovisual industry: the Governments of each
country played a fundamental role: they set up public radio and televi-
sion bodies which, faced with the technical difficulty of providing the
public with a varied offer, attempted to guarantee plural contents'". In
countries with a greater democratic tradition, those public monopolies
tried to meet the citizens” interests; in contrast, in other cases. the po-
litical aims —the preservation of power— were given precedence over
the mission of public service.

However, certain political, economic and technological events have
modified the “status quo™: national Governments have handed over a
large part of their leadership to Brussels; the principal companies com-
pete on a global scale; and technical innovations have given rise to the
emergence of new communications media. For those reasons. in the

149 Karen Siune. Claude Sorbets and Asle Roland (1986). A framework lor comparative
analysis of European media policy-making”, in D, Mc Quail and K. Siune. New Me-
dia Politics: Comparative Perspective in Western Europe, Sage. London, 13.
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last decade new problems and controversies over the regulation of
concentration have emerged. The first section of this chapter sum-
marises the most recent changes of the legal framework of the com-
munications media in Europe.

4.1. Historical Perspective

Two legal texts in 1989 represent, to a certain extent, the beginning of
the European Union’s regulatory activity in the area of concentration
of communications media. In that year the directive referred to as
“Television without Frontiers™' and the Council’s regulation on con-
centration operations were passed's'. The directive’s aim was to
achieve two priority objectives: the free circulation of television pro-
grammes between Member States and the promotion of the broadcast-
ing of a greater percentage of programmes of European origin. Regu-
lation attempted to give the Commission a capacity for manoeuvre to
be able to veto concentration operations of a “community dimension”
that implied a risk of abuse of dominant positions in the market.

Those two legal texts came into force in a very characteristic econom-
ic context: firstly, at the end of the eighties and beginning of the
nineties a wave of mergers and takeovers was initiated on a global
scale which would continue until the change of century giving rise to
the growth of giant communications groups; secondly, as Machet ex-
plains, in those years “the burning issue was the emergence of satellite
and transfrontier broadcasting, but the European broadcasting land-
scape was still characterised by the predominance of public service
|

| 150 Council Directive of 3 October 1989 on the coordination of certain provisions laid
down by law, regulation or administrative action in Member States concerning the
pursuit of television broadcasting activities, Official Journal of the European Com-
munities, 17 October 1989.

151 Council Regulation No. 4064/89 of 21 December 1989 on the control of concentra-
tions between undertakings.
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broadcasters. In 1982, Europe had only four commercial television
channels. By January 1996, this number had soared to 217752

From the political perspective, the European Union was making strides
in its integration process. In 1986 with the Single European Act, the
member countries had committed themselves to establishing an inter-
nal market by 31 December 1992, with common initiatives in aspects
which until then had been the reserve of national governments. such as
fiscal, monetary, social and environmental policy. European integra-
tion would receive a definitive boost with the signing of the Treaty of
Maastricht in 1993: the single currency was approved and a harmoni-
sation of budgetary policies to achieve greater convergence between
markets was decided on.

Later, the Treaty of Amsterdam, which came into force in 1999. would
extend the European Parliament’s power by establishing the system of
co-decision: Parliament had the right of amendment and veto over sev-
eral aspects, such as the internal market or consumer protection, al-
though it could not by itself promote the passing of legal provisions.
Finally, in 2000 the Treaty of Nice was approved, which attempts to
adapt the political system of the Union to the entry of new countries in
coming years.

With the progressive strengthening of the Community’s institutions,
the weight of regulation referring to concentration and pluralism in in-
formation has passed, in part, from the national Governments to the
Commission and Parliament of the EU. This evolution involves power
sharing, in which a third type of actor also takes part: the regional com-
munities which, in some European countries, have certain regulatory
powers.

However, with the exception of the States with a federal structure, the
power of regions to generate their own communications policies is
limited to the degree of power ceded by the central governments to re-

152 Emmanuelle Machet (V1.1999), Regulation report, “The Bulletin®. 36.
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gional governments. The latter bodies demand greater power to act and
put forward two basic reasons: a) a large number of the problems of
concentration are raised in local and regional areas so it would be log-
ical that those types of concentration operations were supervised by
the regional authorities; b) moreover, already from the first talks which
concluded in the signing of the Treaty of Rome, European unity was
not conceived as a recipe to promote uniformity but rather as a politi-
cal framework which would guarantee peace and the pluralism of Eun-
ropean cultures's*.

However, there does exist a legal subordination of the regional gov-
ernments’ action to the legal initiatives of the Member States and the
Community institutions. The national governments have been more
willing to cede part of their regulatory power to Brussels rather than to
their regions.

One of the biggest innovations of the legal framework of concentration
in the last decade lies in the growing interdependence between some
markets and others. Policies cannot be decided in isolation, without
analysing the legal changes passed in other countries. The evolution of
European legislation, for instance, is only explained by the modifica-
tions introduced in the legal framework of the North-American com-
munications market.

In 1996 in the United States the Telecommunications Act was passed,
the main legal reform of the audiovisual industry since 1934. The law,
among other liberalising measures, eliminated some restrictions refer-
ring to the maximum number of radio stations that a company could
own: until then, the limit had been seven radio stations on FM and sev-
en on AM in the whole country; with the new law the only condition
resided in that more than a certain number of radio stations could not

| 153 The Commission, the Council and the European Parliament have constantly insisted
on that principle from their foundation until the present. See e.g. European Parliament
(16.X1.2000), Resolution on Community Policy in the audiovisual sector in the digi-
tal era, DOCE C 14,
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be owned in the same locality; between two and eight, according to the

size of the market.

That decision generated several knock-on effects: a) it sparked‘ off a
wave of mergers and takeovers in the sector'™; b) the degree of S
ket concentration grew'?%; ¢) the companies’ scale economies perm‘lt—
ted a reduction in costs and the big channels increased their advertis-
ing turnover, because they began to attract the interest of the large ad-
vertisers; d) between 1995 and 1998 radio companies’ shares increased
their value by 35% against the 21% of the Standard & Poor 500 Index.

A few years later, in 1999, the Federal Communications Commission
reduced the restrictions established for the ownership of lelcvision..‘itﬂ-
tions which had remained in force —with very few modifications— sm%‘e
the forties. The new regulations established that a company, in cer_tam
conditions, could own two television stations in the same metropolitan
area; the limitations on the control of cable systems and vertical fnte-
gration between the areas of production and the broadcasting of au-

diovisual programmes were also relaxed'*,

The new legal framework of communications in the United S‘[ales h.ﬂS
permitted the growth of the giant North-American groups which, with
a strong position in the most prosperous market in the world, have
strengthened their international development strategies. The necess_al'y
response from the other side of the Atlantic has been to promote a Sl_m’
ilar relaxing of the rules and procedures that regulate the concentration

of communications companies. ;

154 “According to Paul Kagan Associates, out of 10,000 radio stations some 4,000 h’lj[;t
changed hands since the act was passed, in deals worth around $ 32 billion™. e

Economist” (24.1.1988), Cable's hold on America, 67.

155 The seven largest radio companies, which gained 17% of total revenue in 1995, \focnlA
on to reach 40% in 1998. See Veronis, Suhler & Associates (1999), Communications
Industry Report, New York.

156 For Tom McQuaide, “the rule changes by the FCC reveal enthusiastic support of cor-
porate growth”. (1. 2000), US Report, “The Bulletin™, 42.



LEGAL FRAMEWORK

The priority aim of those who have taken part in the modification of
the “rules of the game™ has been to promote the growth of large Euro-
pean companies, which can stand up to the giant North-American cor-
porations, whilst trying to avoid situations of a predominant position.
This criterion has been present both in the decisions of the national
regulatory bodies as in those of the Community institutions.

Despite agreement on the general aims, the practical application of
those ideas has been the cause of frequent controversies in the last
decade; among others, the following can be highlighted:

a) Is it more effective to establish highly detailed rules or legislate
only on general aspects at the same time as allowing the commis-
sions and tribunals charged with watching over the proper func-
tioning of the free market a wide capacity for manoeuvre? Legal
texts may not be flexible enough but commissions pose other risks
such as a lack of independence, arbitrary decisions and a certain
unreliability for companies.

b) What is the ideal number of competitors in a market? It might
seem that pluralism is directly proportional in relation to the num-
ber of existing companies; but if there were thousands of car-mak-
ers in the world, very few people would be car-owners: if scale
economies disappeared, the rise in price would be exorbitant. As
the world market is in the hands of about twenty manufacturers,
companies are big enough to build cheap cars; and, at the same
time, there is just enough amount of competition for there to be in-
novation and drive to offer an ever better quality-price to potential

buyers.

¢) Should the authorities act when there is a risk of a position of dom-
inance or when that risk is confirmed and continues over a period
of time? To a certain extent, the answer to this question involves
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d)

e)

taking the side of either the market or the State in order to solve
quickly and efficiently problems caused by monopolies'?.

How is the audience calculated of a company owning minority
shares in communications media? For instance, if it possesses 5%
of the capital of a television channel should that audience share
reached by the channel be added irrespective of the real control ex-
erted by the company?

How should we deal with concentration operations regarding new
media —such as Internet— whose business model is still unfamiliar?

Is the transition, which is taking place in most European countries,
from the shareholding approach to the market share approach ap-
propriate's8? The shareholding approach does not present serious
problems of interpretation or applicability; but the proliferation of
media means that the control of each one of them is tending to be
less and less significant.

In contrast, the market share approach poses a practical problem:
technological convergence — which weakens some of the tradi-
tional barriers between the communications industry sectors —
generates new channels and new types of contents hard to classi-
fy: interactive television programmes, online editions of newspa-
pers and magazines, radio programmes broadcast on the Internet,
ete. To this can be added the growing complexity of the market and
debate about the reliability of the audience measurement systems.

g) What are the real “bottlenecks” in each communications sector?

-

Which bodies should be in charge of keeping a lookout for the pos-
sible distortion of competition exerted by the “gatekeepers™, espe-

57 For instance, “The Economist™ (30.1V.1998) suggests that “governments should stop
worrying about size and ask only whether a firm can exert market power (...) Even if
a firm gains market power, the effect will usually be temporary, because high profits
will attract new competitors™. The trustbusters ' new tools. 64.

158 A detailed analysis of this issue can be seen in Thomas Gibbons (1998), Regulating
the Media, 274 ed., Sweet & Maxwell, London.
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cially in the audiovisual sector?

h) Finally, should we accept that the relevant function of the media in
democratic societies means that there should be a stricter regula-
tion of concentration than in other sectors? This is, at heart, the
great issue posed in the Green Paper on Concentration and Plural-
ism published by the EU Commission in 1992, which, as Doyle
explains'* has still not found an appropriate answer.

In the following sections we shall look at how these controversies have
been dealt with in the last decade and which debates have still not been
resolved. Firstly we will analyse the activity of the Community insti-
tutions and we will then go on to study the protection systems of the
free market in European countries.

4.2. The Legal Framework of the European Union

The Community institutions’ power to intervene in problems generat-
ed by the concentration of communications firms hinges on two piv-
otal elements: the laws on free competition and audiovisual policy, de-
veloped by the EU especially from the eighties onwards. The defence
of the pluralism of information could have acted as a third element
which regulated concentration; but, as we shall see later, the proposals
of the Community directives on pluralism were never passed.

The Treaty of Rome'®° constitutes the legal document establishing the
basis for the policy of competition of the Union. Its main provisions
applicable to communications companies are the following:

I 159 Gillian Doyle (1997), From *Pluralism’ to ‘Ownership’: Europe’s emergent policy on
Media Concentrations navigates the doldrums, “The Journal of Information. Law and
Technology™ (3). hup://elj.warwick.ac.uk/jilVcommsreg/97_3dyl/

160 Treaty of Rome of 25.111.1957, modified by the Single European Act of 17.11.1986.
The articles are referred to according to the already revised text. See La Documenta-
tion Frangaise (1992), L'Union Européenne. Les traités de Rome et de Maastricht.
Textes comparés, Paris.
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The second key document of the policy of competition of the Euro

Article 81 forbids agreements contrary to competition: for exam-
ple, pacting the selling prices, as some pay televisions have occa
sionally attempted to do.

Article 82 prevents the abuse of a dominant position in the market.
for example, limiting production or imposing extremely unequal
conditions on third parties for similar services (as has occurred
with some cable operators with channel suppliers).

Articles 31 and 86 oppose the existence of state monopoli€$ a".d
monopolistic rights, although they permit some exceptions- This
issue has affected, above all, the duration of sporting rights €0~

tracts.
ee com-

Articles 87 to 89 try to prevent state aid from distorting fr
petition. Some private television channels, on the basis of these ar-
ticles, consider “dual funding” (advertising and subsidies) Of pub-

lic television as contrary to free competition.
pean

Union is the EU Council Regulation of 1989'¢!, which permits the
Competition Directorate General to analyse and, where necessary: to
pan or establish conditions for approving mergers, takeovers or agree-

me

eas

nts between companies which reach a “Community dimension”.
Table 4.1. sums up the legal basis of the Community action and it

S ar-

of action.

161 Council Regulation No. 4064/89 of 21 December 1989 on the control of concentra-
tions between undertakings. This Regulation has been modified by the Council Reg-

ulation 1310/97 of'30 .June 1997, establishing a new threshold for the total business
volume of companies involved so that takeovers or mergers have a “Community di-

mension”-
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e 4.1 EU’s Competition Policy: Ficlds of Action

... Area Legal Basis Examples in the audiovisual sector 1
L Approval to create 4 unmed compamy U TP consisung ot }
Restrictive Art 81l S magors 1089 i
Agreements the et Ban of any agrcement berween U2 and f
Pav por view stations ‘
Scntenome of Radio Todetic Frcann and Independent |
Power Position Art. 82 Televivon Publicanions tor denving therd party !
Abuscs of TCt, compantes hoenses 1o pablish thar weekly program |
o _]:'hulul\s o _ f~‘*

State Monopolics and Are. 3186 : -d
MDnOPU“S(iC R”Zh(* of the TC Ban of exchien ll.\ AI“ oy ‘\‘i".) ek vrusing rl)Llll\ prantes ‘
tor commercnal TV stanon VTN m Flanders \
Regulation of D Premicre’s Ban 100N . i‘
Concentration Practices Rl dood, 89 Approval or CiLL A mereer 19960 and merger of i
e ClVnends canal o b o crsal Jvnnn 1
State Funding »\rvv',\‘%‘ By -T,:p:»;:l‘;r tundme of the Portuzuese public television ‘l

ot Tl stanon RUP 1996

Source: Carles Llorens (Concentracion de empresas de comunicacion v ¢l pluralismo, p. 277-278)

The companies that carry out a concentration operation of Communi-
ty dimension are bound to inform the Commission which usually noti-
fies the competitors and any company that may be affected. so that
they can present any objections. This information constitutes work ma-
terial of great interest for the Commission.

In a first stage, which may be no longer than a month, the Competition
Directorate General must decide whether it approves the merger or
takeover because it poses no problems for the internal market or
whether it must initiate a second stage of analysis which may be no
longer than four months. After this time period has elapsed, the Com-
mission may a) approve the concentration operation, b) approve it sub-
ject to conditions or ¢) ban it.

As table 4.2 shows, the Commission analysed 1908 concentration op-
erations until 31 December 2001. Of these, 18 were banned. In almost
every year the number of mergers and takeovers analysed has risen :
from 63 in 1991 (first complete year in which the Regulation came in-
to force) to 345 in 2000.

Of the 18 concentration operations banned by the Commission. five in-
volved the communications sector: MSG-Media Service, Nordic
Satellite Distribution, Holland Media Groep, Cablevision and Pre-
miere.
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TABLE 4. 2 Statistics about the Enforcement of the Council Regulation 4064/89

L NOTIFICATIONS 90)91[(92]|93[/94] 95|96 | 97 | 98 | 99 | 00 | 01 | Total
Number of notificd cases 12 |63 {60 |58 195 [110 [ 131 [172 [ 235 [ 292 | 345 | 335 | 1908
Cases withdrawn — Phase | 3 |1 4 5 9 5 7 ;] 8 56
Cases withdrawn — Phase 1 1 1 4 5 0 + 21

IT. FINAL DECISIONS 90191/92(93(94| 95|96 | 97 [ 98 | 99 | 00 | 01 | Total
Article, kind of decision. ..

6.1 (2) out of scope Merger Reguladon |2 [5 |9 [4 |5 [9 6 4 6 1 1 1 5

6.1 (b) compatible 5 [47 (43 [49 [78 [90 [109 | 118 | 207 | 236 | 293 | 299 [ 1574
6.1 (b) comp with commitments 3 |4 2 |3 2 12 19 |28 |13 |86

Total 6.1 (b) + 6.2 5 |50 |47 [49 [BO |93 | 109 [ 120 | 219 [ 255 | 321 | 312 | 1660

| 9.3 partial referral to M. S. (ph. ) 1 1 G |3 1 4 |6 |22
9.3 full referral to Member States 1 3 1 1 3 ) | 12

Total 9.3 (ph. 1) |1 |1 3 17 |4 |4 o |7 |
Phase | 7 |55 [57 (54 [86[102[118 [131 |229 260 [ 328 |320 [ 1747

9.3 partial referral to M. S. (ph. IT) 1 0 1
8.2 compatible 1 1 1 2 |2 1 1 3 0 3 5 20
8.2 comp. with commitments 3 |13 12 |2 |3 3 7 4 8 12 _J10 |57
8.3 prohibition 1 1 |2 3 1 2 1 2 5 18
8.4 restore effective competition 2 0 2
Total 8 5 14 3|5 |7 |7 [4r |9 |9 |17 [20 |97
Phase 11 5 |4 |3 |5 |7 7 11 |9 10 [17 |20 |98
Total final decisions 7 |60 [61 |57 91109 |125 [142 [ 238 | 270 | 345 [ 340 | 1845
ITI. Phase II. Proceedings initiated |90 | 91 |92 (93|94 95 | 96 | 97 | 98 | 99 | 00 | 01 | Total
Article, kind of decision. ..

161 (c) 6 [4 |4 6 [7 |6 |u |12 J20 J19 |22 [117
IV. OTHER DECISIONS 90[91/92[93|94[ 95| 96 [ 97 [ 98 | 99 | 00 | 01 | Total
Article, kind of decision. . .

6.3 (a) decision revoked 1 L 1
8.5 (a) decision revoked 0 10
14 decision imposing fines 1 4 1 0 6
223 1 1 1 1 0 4

| 2 request rejected by decisions 1 1 0 2

7.4 derogation from suspension 1 11 |2 13 |1 |2 3 5 13 |7 4 5 47

Source: European Commission

(h"p=//europa.cu.im/cum.m/compctilion/mergcrs/cnscs/smls.h:m])

The first refusal affected the German telecommunications sector: in
1993, Bertelsman, Deustche Telekom and Taurus (company owned by
Leo Kirch) planned to merge in the consortium MSG-Media Service to
commercially exploit a pay television service. The Commission decid-
ed that that agreement should not be permitted because it considered
that the “relevant market” corresponded to the pay television in Ger-
many and not to the television sector as a whole!®2; MSG-Media Ser-

162 Commission decision 94/922/EC of 9.11.1994, MSG Media Service, DOCE L 364/1.

of 31.12.1994,



LEGAL FRAMEWORK

vice might prevent competition by means of vertical integration in
which the main audiovisual operators were involved: Deutshe
Telekom (cable and telephone systems), Kirch (production and pro-
gramme rights) and Bertelsmann (commercial television).

One year later, Norsk Telekom —the largest cable operator in Norway,
TeleDanmark— which had 50% of the cable television market in Den-
mark —and Kinnevik— one of the giant communications companies in
Sweden - founded the company Nordic Satellite Distribution; their aim
was the distribution of television programmes by satellite both to ca-
ble television operators and homes equipped with a satellite dish.
Again, the Commission opposed a concentration operation which
brought about vertical integration in the audiovisual sector, in this
case, in the Scandinavian countries'®.

In 1996. the Commission opposed the creation of Holland Media
Groep (HMG), in which the television channels 4 and 5 of the RTL.
Veronica — a channel that had just been privatised — and Endemol
which was then the independent production company with the highest
turnover in Holland were involved. The Competition Directorate Gen-
eral opposed the creation of HMG because it considered that it would
have control of at least 40% of the open television market in the
Netherlands and 60% of the television advertising market'®.

In 1996, two Spanish companies, PRISA —chief communications com-
pany in the country and sole pay television operator— and Telefonica
—main telecommunications operator, which had just been partially pri-
vatised— agreed to carry out a joint venture in order to commercially
exploit cable television in Spain. The Commission did not authorise
the concentration operation because it considered that the two compa-
nies could gain a dominant position in three sectors: pay television

163 Commission decision of 19.VII.1995, Nordic Satellite Distribution, DOCE L of
2.3.1996.

164 Commission decision 96/346/EC of 20.9.1995 (HMG), DOCE L. 134/32, of 5.6.1996.
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contents, management of the systems of cable television and tele-
phone!%3.

In 1997, the two main television companies in Germany —Kirch and
Bertelsmann— together with Deutsche Telekom decided to share the
control of the pay channel Premiere, whilst Leo Kirch gave the under-
taking that he would cease in his efforts to set up his digital television
platform, DFI. This project was banned because, in the Commission’s
opinion, it meant too great an amount of vertical integration of the tel-
evision sector in German speaking countries (programmes, manage-
ment of subscribers and technology)'®.

In contrast, the Commission has approved other concentration opera-
tions such as the agreement between Kirch and News International to
develop pay television in Germany, the merger of AOL and Time
Warner or the takeover of Universal by Vivendi. These three concen-
tration operations, which took place in 2000, in the Commission’s
view, did not imply a risk of a dominant position or a degree of verti-
cal integration which could distort free competition.

After analysing the key aspects of Community policy on free compe-
tition, we will study the other basic instrument for Commission action:
audiovisual policy, whose beginnings can be traced 01989, with the
passing of the Directive of television without Frontiers'®.

Even though from the nineteen sixties the Commission and other in-
stitutions such as the European Parliament and the Council of Europe
showed interest in the European audiovisual market. until the nineties
the regulation of the sector was in the hands of the governments of the
Member States. With the Directive of television without Frontiers the
Commission began to be able to make use of an instrument to achieve
one of its priority aims: the harmonisation of the legal framework of

165 See European Commission. Report on competition policy, Brussels, 1996.
166 DOCE C 374 of 10.X11.1997, 5. See also press release 1P/98/477. of 27.V.1998.

167 Council Directive of 3 October 1989. DOCE L 298 of 17 October 1989, That legal
provision has been modified by the Directive 97/36. DOCE L 202 of 30 July 1997,
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television in Europe in order to correct the excessive fragmentation of
the market.

Also, the Directive attempted to avoid vertical integration of television
companies, for which it established that Member States should guar-
antee that channels reserve “at least a 10% of their programming
budget for European works created by independent European produc-
tion companies” (art. 5). It also established broadcasting quotas for Eu-
ropean works (art. 4) and limits on advertising on television (art.17).

In a document of 2000, the Commission evaluates the level of fulfil-
ment of the independent production quotas indicated in the Directive
of 1997: “the results found in the national reports are globally satis-
factory™®%. In any case, in the negotiation prior to the passing of the
Directive it was clear that only a “compromise agreement of minimum
requirements’” could be approved. so that its compliance neither guar-
antees the creation of a real European audiovisual market nor the
strengthening of the independent production sector.

The European audiovisual sector has been completed by two other
lines of action: the establishment of technological standards. such as
high definition television and the 16:9 and digital television standards:
and the European distribution of audiovisual contents. articulated
through the MEDIA programmes.

The legal provisions referring to technological standards, whose aim
was to neutralise Japanese and North American dominance in this
field, have not achieved the set aim'®. In contrast, the three MEDIA
programmes —as we shall see in the last section of this chapter— have

168 European Commission (20000, Fourth communiication from the Commission to the
Council and the Evropean Parliament on the application of articles 4 and 5 of the Di-
rective 8Y/552/EEC “Television without frontiers™ in the period 1997-1998, E. C.
(COM 2000) 442, Brussels.

169 Such has been the case. for instance, with the Directive 95/47/EC of the European
Parliament and the Council of 24 October 1995 on the use of norms for the broad-
casting of television signals: the market has had greater force than the legal norm for
the establishment of technological standards in the sector.
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been slightly more effective.

The Commission of the European Union has spent much of the
nineties exploring the possibility of passing a specific Directive on in-
formation pluralism. In 1992, it published the Green Paper'”, which
attempted to open up debate on that issue. The Green Paper put for-
ward three possible options: a) No regulation, so that the phenomenon
of concentration would continue to be under the vigilance of the Mem-
ber States and the Competition Directorate General of the EU. b) Es-
tablishment of special measures in order to guarantee the transparency
of communications companies, above all in the area of ownership. ¢)
Passing of specific legislation on the concentration of communica-
tions media in Europe.

As Llorens explains, the industry agreed on reforming the legal provi-
sions on concentration: “the state regulations, based on the number of
channels, or on the percentage of shares that the same owner could
hold, were becoming obsolete with globalisation and the new tech-
nologies of distribution. Disagreement arose out of how the changes
should be brought about-whether on a national or European level and
along liberalising or harmonising lines™'"".

In January 1994, the European Parliament urged the Commission to
follow the third option, through the passing of a Directive which would
increase the Union’s power to intervene. The Economic and Social
Committee agreed with the opinion of the Parliament, but the Com-
mission was reluctant to pass a Directive which did not meet with the
support of the industry and was viewed with misgivings by the Gov-
ernments of several Member States.

170 European Commission (1992), Green Paper of the Commission. Pluralism and con-
centration of the mass media in the domestic market. Evaluation of the need for
Community action, E. C., Brussels.

I71 Carles Llorens (2001), Concentracion de empresas de comunicacion y pluralismo: la
accion de la UE, Doctoral thesis, Universidad Auténoma de Barcelona, Barcelona.
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Finally in 1996, the commissioner Mario Monti presented a “Proposal
for a Directive of the European Parliament and the Council relative to
the protection of pluralism within the control of the media”. The pro-
posal established maximum market shares for “monomedia™ concen-
tration (the 30% of television or radio audiences) and other levels for
“multimedia™ concentration (the 10% of the joint audience of daily
newspapers, radio and television). Mario Monti's proposal met with
more detractors than he expected: in part, the opposition to Monti’s
text stemmed from the fact that he did not specify the concept of “con-
trol” of a company, he did not clearly define which was the relevant
market in each case, and the application of market shares in small
countries was unfeasible. In order to overcome this last difficulty,
Monti proposed a flexibility clause, which would allow Member States
to authorise companies to go beyond the limits established in the Di-
rective proposal, as long as those percentages were exceeded in only
one national market. But this idea did not meet with the necessary con-
sensus either.

In 2000, the European market, aware of the political unviability of
Monti’s thesis, dropped the passing of a specific Directive. A docu-
ment of that year states that “the competition policy must be a suitable
and efficient instrument for the prevention of the formation of domi-
nant positions both in relation to the concentration of ownership of
communications media in the new digital environment as well as in re-
lation to the safeguarding of pluralism

L i e

Therefore, the concentration of communications companies in Europe
continues to be subject to the vigilance of the Competition Directorate
General —which makes use of the Treaty of Rome and the Regulation
on mergers and takeovers of 1989— and the legal framework estab-
lished by the member States. This last issue —the peculiarities and ten-
dencies common to each country- is analysed in the following section.

172 European Parliament (2000), Resolution on Community policy in the audiovisual sec-
tor in the digital era, DOCE C 14. 16.11.2000, 114.
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4.3. Regulation in the Member States

In regulating the concentration of mass media governments pursue two
aims, in some respects mutually antagonistic: to promote the develop-
ment of companies in the sector and to guarantee pluralism or variety
in differentiated offers. When the first of these two goals finds itself to
be particularly under threat, legislation tends to be more permissive
with concentration operations; if, in contrast, national companies are
strong and there are few voices in the market, public powers are usu-
ally more restrictive.

The aspect of the legal framework of each country also depends on
other factors: the ideological standpoint of the political party in gov-
ernment, legal and cultural tradition, strength of the public radio and
television system, trade-union pressures and the power of influence of
large communications groups!'”,

As occurs in the European Union, the States can make use of two types
of instruments to limit concentration. In the first place, they use gen-
eral legislation on competition, which they apply to mergers, takeovers
and joint ventures between companies of any type: secondly. they es-
tablish some specific legal mechanisms for the communications sector.

Legislation on free competition in each country bears a certain paral-
lelism to the legal texts on the subject in force in the European Union:
the Member States act —with similar criteria to those of the Competi-
tion Directorate General of the EU- when the concentration operations
do not reach a “Community dimension™.

In almost every country there are Tribunals for the Defence of Com-
petition which inform the Ministry of Finance or the Exchequer when

173 One of the most well-known cases in reference to this Jast issue ook place in Italy in
1995: in a referendum, the majority of the citizens voted against the ban on a compa-
ny owning more than one television channel; obviously, Berlusconi’s three channels
campaigned against the Italian government’s proposal. See Giampietro Mazzoleni
and Nicoletta Vitadini (2001), The Italian Media Landscape, European Journalism
Centre, www.eje.nl/jr/emland/italy.html.
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a takeover or merger might generate abuse of a dominant position; that
risk may exist because a company has attained a high level of the mar-
ket share, or because vertical integration is produced which hinders the
entry of other competitors.

In almost every country, companies are required to inform the Tribunal
of concentration operations; this occurs, for instance, in Holland, when
mergers and takeovers afiect companies whose joint business figures
are in excess of 113 million euros; in Germany, the minimum figures
are of DM 1000 million of joint business figures and DM 50 million in
more than one of the affected companies'™.

In some countries, the bodies that regulate free competition are very
technical; in contrast, in other cases, decisions are highly influenced by
political interests. These opposing elements of technical versus politi-
cal are also reflected, to a certain extent, in geography: the North (with
a greater tendency towards technical application)/South (where control
of competition is usually more discretionary)'”>.

Specific legislation on mass media clearly distinguishes between the
print media and audiovisual media. In the former there are no techni-
cal limitations which prevent the existence of as many as the market
can accept; in contrast to the licensing system, typical of the audiovi-
sual industry, the press sector is completely open to private initiative.

In the regulation of newspapers three options may be distinguished, of
lesser to greater public interventionism: a) in some countries — such as
Belgium, Spain or Germany, specific legal regulations on newspaper
ownership do not exist; b) in other cases —such as France, Norway or

|

174 Legislation on free competition and on mass media in Europe is very extensive. In this
chapter we will not quote the legal texts from each country, except when it is a par-
ticularly significant law. A good compilation can be found in Howard Tumber (ed.)
(2000). Media Power. Professionals and Policies, Routledge, London. See also Em-
manuelle Machet and Serge Robillard (1998), Television & Culture: Policies and
Regulation in Europe, The European Institute for the Media, Diisseldorf.

175 Jestis Mota (19.111.2000). Control discrecional de la competencia, “El Pais”, 20.
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Sweden—, public intervention is restricted to aid systems for publish-
ing companies, which attempt to promote a degree of greater pluralism
than could be guaranteed by market forces; c¢) finally, some Govern-
ments establish specific measures: rules on crossed ownership between
newspaper companies and audiovisual companies (Holland. Turkey
and Great Britain) or on the need of public organisms to intervene to
approve certain mergers that affect the daily press (Ireland and, again,
Great Britain).

In practice, the ownership of daily press in Europe is almost com-
pletely subject to general legislation and the market laws. For instance,
Great Britain in theory has one of the most interventionist systems,
with rules on crossed ownership and the need of ministerial approval
for mergers or takeovers that generate companies with sales of over
500.000 copies a day (Fair Trading Act of 1973); but that legal frame-
work has not prevented News International from reaching a high de-
gree of market concentration —above all in the London press— and be-
coming one of the giant operators of the British audiovisual industry.

Legislation of the audiovisual industry is the result of special histori-
cal circumstances: until 1975, public television in Europe was domi-
nated by public monopolies, with the exception of Finland. Luxem-
bourg and Great Britain; in the next fifteen years a deregulation
process was initiated of almost every market, with the appearance of
new private radio stations and television channels. This process in-
volved the passing of laws which included limits on the ownership of
audiovisual media'™.

Until 1975 it was incumbent on the monopolies of each country dedi-
cated to public service to provide pluralism. With the appearance of
radio stations and private television channels. legislators established
the number of channels that the same owner could acquire (in almost

176 A good summary of that legislation can be found in André Lange and Ad Van Loon
(1990), Multimedia Concentration Regulation in Europe. IDATE and Institute for In-
formation Law, Montpellier-Amsterdam.
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every country the limit was one, although in Italy three were permit-
ted) and the maximum amount of capital share in each company
(which ranged from 100% to 25% of each channel).

The limits on ownership established in the laws of private radio and
television were soon shown to be inadequate, confusing and ineffec-
tive'”” and posed the following problems, among others:

a) The development of private radio and television coincided with the

b)

c)

entry into force of the Directive on Television without Frontiers in
1989, which attempted to promote the construction of a European
audiovisual space. That objective could hardly be achieved if the
legal framework of some countries —like France and Spain, which
did not allow an owner to possess more than 25% of a channel- was
twelve times more restrictive than others, such as Italy, where
Berlusconi was the owner of three private national channels. The
competitive difficulty of some companies as opposed to others was

clear.

The limit on shares contemplated often did not mean in practice
“shared control” but the share of sleeping partners. The only prob-
lem for the company that managed its channel well lay in that it
only obtained the part of profits corresponding to their share in the
capital; therefore, successful management meant profitability for
the sleeping partners, but, often, managers could not amass enough
resources to be able to export their model of the radio or television

to other markets.

Companies in the sector were unused to complying with trans-
parency requirements; neither were appropriate ways set up for the
prevention of indirect shares, through family members or instru-

[ 177 See Natascha Just and Michael Latzer (2000), EU Competition policy and market

power control in the mediamarics era, “Telecommunications Policy”, 24, 395-411.

178 Runar Woldt (20001, op. cit..4.
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mental companies. These facts —together, in some cases, with the
absence of a system of sanctions— hindered the application of the
laws.

d) Lastly, the number and variety of stations and channels have con-
tinued to grow. In that new context, was it reasonable, for instance,
that a proprietor could not own more than 49% of a television
channel, whose market share did not reach 5%? Did a general
channel or news channel or a music or cartoon channel merit the
same treatment?

The proliferation of radio stations and television channels, with the re-
sulting audience fragmentation, has brought about a legal change,
which some authors succinctly describe as the change from the “own-
ership model” to the “audience share model”'7. Great Britain and Ger-
many from the beginning of 2001'” did not impose limits on channel
ownership whilst an owner did not gain “undue power of opinion-mak-
ing” (“vorherrschende Meinungsmacht™). This situation arises when a
person or owner company achieves or exceeds 30% of the audience. If
the degree of control is slightly less than 30% but the company holds
a position of similar strength in a neighbouring market then its power
to influence can also be considered as excessive.

When a company exceeds the limit of 30% or holds an equivalent in-
fluence, it has three options: a) sell its share of television channels un-
til it holds a share of less than 30%: b) it can reduce activities in rele-
vant neighbouring markets until its overall power is regarded as equiv-
alent to an audience share below 30%: ¢) it can apply measures which
enhance the level of diversity in its programmes or organisation (pro-
viding airtime for independent third parties or establishing an inde-
pendent “programme advisory council™).

[ 179 RunQi‘unkmuulsvcnrag vom 31. August 1999, in der Fassung des fiinften Rund-
funkiinderungsstaatsvertrags.

180 Broadcasting Act (1996), HMSO, London.
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Legislation on television in Great Britain'® does not allow an owner
with more than 15% share of the total audience time to do any of the
following: a) hold two or more licences for Channels 3 and 5, domes-
tic satellite, non domestic satellite, licensable programme or digital
programme services; b) hold one licence and have a 20% interest in
two or more licensees for such services; ¢) hold one licence and have
a 20% interest in another such licensee; d) provide a foreign satellite
service and hold such a licence or have a 20% interest in such a li-
cence: e) hold a digital programme services licence providing two or
more of those services. For these purposes, half the audience time
which counts for a service in which a company has a 20% interest or
more is attributed to its primary audience share.

Other measures relative to concentration of the audiovisual industry
refer to the independent production quotas. Governments consider that
the presence of production companies with enough size and experi-
ence, and with no links to the broadcasting companies of audiovisual
programmes are an added element for pluralism. For this reason, some
countries, such as France, establish more stringent quotas for inde-
pendent production than the Community ones'®!.

In any case, quotas have not had the expected effect: in most European
countries, production companies do not maintain broadcasting rights
after the first transmission; also, many of the most successful produc-
tion companies have been bought up by the television companies. If
the public authorities studied with greater attention the direct or indi-
rect participation of the television companies in production companies
they would discover that often the independent production quotas are

not complied with,

ml A decree of 17.1.1990 which sets out the Act of 30.1X.1986 relating to the audiovisu-
al industry establishes that land channels must devote 15% of the net business figure
to the acquisition of “independent”™ productions; the broadcasting channel may not
have a direct or indirect share higher than 15% of the capital of those production com-
panies. After between 3 and 5 years, broadcasting rights are handed back to the pro-
duction company s ownership.
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The most recent legal texts try to avoid the existence of “bottlenecks”
in the new terrestrial, cable or satellite digital distribution systems. The
model of the “must carry” rules is applied to digital technology with
the qualification that technology allows for a much greater number of
channels to be distributed than a decade ago.

As a basic idea, the public bodies try to prevent whoever controls the
technology —cable systems, satellites of terrestrial broadcasting net-
works— from arbitrarily determining which channels have access to
those distribution systems. Often the conditions for approval of some

mergers and takeovers include agreements to that effect so that com-
petition is not distorted.

The legal changes over the past decade are explained by several polit-
ical, technological and economic factors: a) the need to adapt national
legislation to the new Community framework, increasingly decisive in
the regulation of concentration: b) the search for balance between the
strength of the audiovisual industry and the upholding of different
voices in the market'®2; ¢) the wish to find another type of balance: the
strengthening of European identity and respect for the plurality of the
cultures of regions and small countries: d) the liberalisation of the reg-
ulation of the United States - introduced by the Telecommunications
Act of 1996 - which has allowed North American groups to grow and
seems to require a similar response from Europe; e) the development
of new forms of distribution of radio and television programmes:; e) the

l0ss of the specific weight of public radio and television: f) the global-
isation of markets.

These factors have meant that the communications markets have be-
come extremely changeable which poses problems for the stability of
legal frameworks. In the following section we will look at some of the

182 French communications companies complain that they put up with one of the most
complicated and restrictive legal frameworks in Europe. See e.g. TV International
(11.VL2001), French free TV giant faces challenges as regulations limit room to ma-
neuver, 10-11.
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EU’s and European countries’ decisions which attempt to promote plu-
ralism without using anti-concentration legal measures. We will also
take a brief look at the main problems and issues still unresolved by
the legal frameworks ~Community and European countries— currently
in force.

4.4. Other Measures for the Promotion of Pluralism

Besides the regulations limiting the concentration of the mass media,
both the EU and —especially— the European countries have put into
practice different mechanisms for the promotion of pluralism. As we
have pointed out, the concentration of the market does not directly de-
pend on the growth of groups but on the number of independent offers
which citizens have access to. Therefore, some promotional measures
may facilitate the emergence of new communications companies and
the survival of others whilst simultaneously the most successful com-
panies in the market carry on with their plans for expansion.

In that sense, the main action carried out by the EU has been the ME-
DIA Programme: although another priority aim was put forward —the
development of the European audiovisual industry— it has promoted
independent production for television and the film industry.

The first version of the MEDIA Programme'®, which was implement-
ed between 1991 and 1995, included, especially, aid for the distribu-
tion of audiovisual works. The MEDIA II Programme, in force from
1996 to 2000, was aimed mainly at the pre-production and post-pro-
duction stages of audiovisual works, because in that way it created a
favourable environment for small and medium-sized companies. ME-
DIA II. as well as funding production and distribution —through loans,

183 MEDIA was passed by the Decision 90/685/EEC of the Council, 21 December 1990,
relative to the application of a programme for the promotion of the European audio-

visual industry.
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reimbursable loans and subsidies— has also provided aid for vocation-
al training.

With the conclusion of the MEDIA II Programme, MEDIA Plus came
into operation, which will be in force until the end of 2005. This new
Programme tries to adapt itself to the changes which digital technolo-
gy is introducing into the production and distribution of audiovisual
works. MEDIA Plus’s funds are allocated to vocational training and
the production, distribution and promotion of audiovisual contents.

There is a certain controversy on the effectiveness of the MEDIA pro-
grammes, to the extent that the last one encountered numerous obsta-
cles for it to be passed. Their lack of impact on the industry. the ex-
tremely complicated procedures to apply for aid and the grants criteria
have been criticised. In any case. a good number of audiovisual works

would not have been made if they had not received the help of ME-
DIA.

In European countries, the procedures for promoting pluralism in the
media have been numerous and frequently no less controversial.
Among others, the following are worthy of note:

a) The existence of public radio and television, as a counterweight to
private radio stations and channels. Public media do not only mean
there is one more voice in the market, but that —as a recent study
by McKinsey shows— they can influence the way the private chan-
nels act'®: in the attention given to news programmes, in the type
of fiction programmes broadcast, standards of quality, etc.

b) Aid to newspapers, radio stations, television channels and film
companies. Direct and indirect aid to the press was introduced in
several European countries in the sixties. As Smith writes, “'it con-

184 Adrian D. Blake et al. (1999), Keeping Baywarch ar Bav, “The McKinsey Quarterly™.
No. 4. 18-28.
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cerns a strange Robin Hood type of mechanism™'®, by means of
which the taxes on extremely profitable activities go towards keep-
ing newspapers in business and avoiding local press monopolies.
Direct aid is in force in Finland, Norway and Sweden and —to a
lesser extent— in Austria, France, Holland, Portugal and Italy.

Aid for the radio is mainly for non commercial stations or those
with cultural aims. In France, for instance, the “Fonds de soutien a
I'espression radiophonique™ (FSER) are still applied which pro-
vide for subsidies for the setting up and functioning of associative
radios whose advertising revenues are less than the 20% of total
turnover. A similar Fund exists in Holland, with the aim of pro-
moting radio and television productions reflecting Dutch culture.
In other countries. such as Denmark, local radios can receive local
subsidies.

Occasionally, aid to commercial television channels is linked to
the broadcasting of programmes in minority languages: such is the
case of TG4 in Ireland. which receives a state subsidy for broad-

casting programmes in Gaelic.

In the film industry, the high market share of North American pro-
ductions —which varies from between 64% in France and Italy to
90% in Holland'*— has led to an aid policy in all of the Europe.zm
countries. Those subsidies, compatible to and complementary w~|th
MEDIA. have taken on several forms: aid depending on box-o_fhce
returns. support for projects of a cultural nature and t_ux incentives.
The greatest efforts for the promotion of the film mdusu:y. hu\_fe
come from those countries with a longer-established tradition in
this field: France, Italy, Great Britain, Germany and Spain.

185 Anthony Smith (1980), Goodbve Gutenberg. The Newspaper Revolution of the
1980, Oxford University Press, New York, 44.
186 Statistics from Eurostat. referring to 1998. In that year the American cinema’s mar-

ket share in Europe was 82%.
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c¢) The criteria for the granting and renewal of radio and television li-
censing, which —in many cases— prevents companies with the
greatest presence in the relevant markets from accumulating me-
dia. In Greece, the audiovisual legislation —both that referring to
commercial radio and television, and pay television— establishes
that concessions must not promote an excessive concentration of
ownership; in Germany, the federal states usually award private ra-
dio stations to entities with little or scarcely any presence in each
one of those markets: in Spain, the commercial television compa-
nies have been unable to take part in the first terrestrial digital tel-
evision license tendering; and in France and Sweden a licence quo-
ta is reserved for non-profit community radio stations.

g d) The councils and authorities charged with ensuring the plurality of

_‘;: media. Most European countries have one or several regulatory

z bodies with different functions: granting and renewing frequen-
]3 cies, issuing reports on concentration operations affecting the me-

% dia, dealing with complaints from the public, etc.

3

In some countries —such as Norway and Italy— councils have au-
thority over all the media. In other cases —such as France and Great
Britain— there are different bodies for the print and audiovisual
media'®". In general, the effectiveness of these regulatory bodies
depends on their credibility, which is usually inversely proportion-
al to their dependence on political power. Some institutions enjoy
great prestige: “The Independent Television Commission™ and the
“Radio Authority” (Great Britain), “The Independent Radio and
Television Commission (Ircland), the “Alta Autoridade para a Co-
rITunicaguo Social” (Portugal), the “Conseil Supéricur de 1" Audio-
visuel” (France), “Commissariat voor de Media™ (Holland) and the

recent “Kommission zur Ermittlung der Konzentration im Medi-
enbereich™ (Germany).

187 szns Cavallin (11.11.998), European Policies and Regulations on Media Concentra-
tion, unpublished paper.
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¢) Development of infrastructures which contents suppliers can ben-

efit from. In some countries, such as Germany and Turkey, the old
lelecommunicalions monopolies have taken upon themselves the
construction of the cable network for television. A similar phe-
omenon has occurred with the States intervening in the setting up
of Internet connections in homes, schools and universities.

D) The establishment of requirements for transparency. Almost all the
European countries, following the Council of Europe and the Eu-
r‘Opcan Union’s recommendations, apply specific measures for
favouring (he transparency of communications companies'™*. In
Some countries, newspapers are required to publish the names of
the publisher and the editor, although this information may not n?—
flect the political, ideological or economic interests of the pl'OI"”'
ctors. In the granting of licences for radio stations and television
channels stricter requirements for transparency are usually inclui.j'
ed, such as the obligation to state the name of the shareholders 11

a specific register.

Neither the legal systems nor the other measures for the promotion of Pl
ralism we have described can avoid conflicts of competition of power: -
failure (o comply with some legal provisions and the undesired effects of
the intervention of public entities.

One of the most serious problems of concentration regulation refers t© "he
relations between communications companies and the regulatory bod'?s'
Governments have several systems at their disposal to put party beflehts
(favourable public opinion) before the public good (pluralism): dlscﬂl-’
tionary use of public aid; granting radio stations and television channels
licences based on criteria of political affinity; and the lack ofinle_rnﬂI P_IU'
ralism in the public media. The governments’ greater or lesser "Or‘entf“.l?[:
towards public service” appears to depend more on the historical, politica
and cultural will and tradition than on the contents of the legal texts.

controle

188 See Philippe Mounier and Serge Robillard (1994), La tranparence d(.m.\‘ le g o
des médias. European Institute for the Media, Diisseldorf (report submitted to the £
ropean Commission).
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Another difficulty arises from the lack of transparency and in certain
cases, of the ineffectiveness or the non-existence of a system of sanc-
tions. Despite the requirements for transparency pointed out, occa-
sionally, the owners of communications companies avoid the estab-
lished limits through instrumental companies. Some laws lack regula-
tions which make them operative; and, in general, the sanctions stipu-
lated - except in the case of the EU Commission - do not act as a de-
terrent for those who do not even consider abiding by the law.

The conflicts in jurisdiction originate in the clash between the legal
frameworks and the action of Community authorities with the legisla-
tion and regulatory bodies of each country. Also the new technologies
—such as Internet or satellite channels'*— make it difficult to determine
who has regulatory power. Other times the conflicts in jurisdiction
arise in the country itself; the market’s changeability has meant that
some laws have been given preference over others, without there be-
ing a clear framework covering the whole sector. Holland represents an
extreme case of that problem: the communications sector is regulated
by three specific laws and supervised by four control bodies.

Over the next years, the regulatory bodies of each country will have to
gain a greater degree of co-ordination with the Competition Direc-
torate General in the EU; they will also have to mark out their relevant
markets and the balance which they wish to achieve between the
strength of the communications companies and market pluralism: and
they will find themselves forced to give up party interests and improve
the technical procedures for the application of laws if they wish to es-
tablish a coherent and efficient regulatory framework, making com-
mercial objectives compatible with the public interest.

189 For instance, the VT4 channel is broadcast from Great Britain for the Belgian market.
A“_ }hc Belgian legislation on television advertising is more restrictive than the
Brm.sh.'lhc VMM Group, VT4's competitor, considers that this channel has an unfair
competitive advantage.
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S. Conclusions and Recommendations

Before listing the conclusions and recommendations to be inferred
from this monograph, it would be appropriate to make an evaluation of
the effects of media concentration. Consumers, political systems, jour-
nalists and the communications companies themselves are passive and
active subjects of concentration. For some writers, this phenomenon
has predominately negative consequences. as the critical school’s stud-
ies indicate. For others. concentration is the result of the free play of
the market economy. where the strongest and the one that better meets
the public’s demands wins, as defended by the liberal school. Between
both extremes can be found a sizeable number of intermediate posi-
tions,

The mass media’s function is to serve society. But also, as companies,
they need to manage certain resources, assess supply and demand, ap-
ply new technologies and improve the quality of their services. Cc.)m-
Munications companies’ growth, vertical and horizontal imegrat:.on.
diversification, internationalisation, segmentation and SPL’Cia“:‘““O"
are appropriate tools for enhancing profitability and ensuring their sur-
vival in highly dynamic markets.

Industrial concentration is perceived by companies as a way of in-
Creasing in size, creating scale economies, making savings on Pmd‘:'c'.
tion costs and competing to advantage with the rest of the compames
in the sector. Industrial concentration does not necessarily require the
disappearance of an independent voice from the market, because the
laU"Ching of new products can generate growth. From a El.‘lt’OpE';m
viewpoint, industrial concentration favours the consolidation of groups
competing on an international scale against foreign companies. In l.hc
European film market, for instance, the consolidation of a vertically in-
legrated industry with the presence of strong companies on an interna-
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tional level would help to restore the audiovisual trade balance with
the United States'".

Of the negative aspects, concentration accentuates the control of a
broad number of channels by the same company and, consequently, the
risk of the loss of pluralism in information. Mass media concentration
lends force to the opinion of a few to the detriment of the freedom of
expression of independent actors and new communications media.
Concentration can be the cause of the appearance of markets in a situ-
ation of oligopoly or monopoly. Occasionally, global concentration
processes generate more and more entry barriers for new companies
with weaker media groups deprived of the chance to develop. a fact

which can be interpreted as a threat to freedom of expression and plu-
ralism'?!.

The giant companies enjoy greater independence and have more re-
sources on hand in order to criticise decisions made by political insti-
tutions; but, conversely, the democratic quality of a country can be im-
paired when a party or government exerts a decisive influence on com-
munications groups in dominant positions in their markets.

The levels of political participation and the public’s opinion on politi-
cal activity depend, to a great extent, on the information transmitted by
the media. In the last twenty-five years, numerous scientific studies
have been published which attempt to analyse the correlations between
the media’s dominant messages, the issues which attract public inter-
est and their political decisions'*2, It seems to have been demonstrated
that the media influence the agenda of the issues which attract public
attention and become subjects for debate; in contrast. it is not so clear
that they can substantially modify public opinion.

190 Scc_ [ [_ioskin.s. S.McFadyen and A. Finn (1997), Global television and film, Oxford
University Press, Oxford.

191 See My von Euler (1998), World communication report, UNESCO, Paris.

192 See N()EIIE-Ncwnmn (1974). The Spiral of Silence, a theory of public opinion, Jour-
nal of Communication, (45-51).
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If a high number of companies have the ability to “mark the agenda”,
giving more importance to some news items and undervaluing others.
certain groups’ power is neutralised by the activity of others. In con-
trast, when a company dominates the market, it can strike off certain
relevant issues from the agenda and introduce others. It can also rein-
force its negotiating position with the political powers.

The risks of an excessive accumulation of political power and the
mechanisms used to avoid this are well known. In contrast, when that
power falls to the communications companies we do not know what
the maximum degree of reasonable influence is and how to limit ex-
cessive concentration.

In Europe. over the last decade there have been numerous debates on
pluralism and mass media concentration'. Legislation has been mod-
ified in every country and the sharing out of authority between the
Commission and the Member States is still the cause of frequent de-
bate. The key issue lies in finding the balance between the two ty[?es
of interests: the public’s which wishes to have access to a variety 0{ -
formation sources and the companies’ which wish to reach sufficient
size to be able to compete on an international scale.

Often, legislation has ensured a variety of media available to lhc.pub-
lic but at the cost of an excessively fragmented industry. Other imes,
COmpanies have encountered few restrictions to their growth plans, l?"l
Monopolies and abuses of a dominant position in the market have aris-
en.

There are numerous factors related to the impact of media concenlra.-
tion on the public: the geographical situation of the product, if the of-
fer can be substituted for another. the company’s composition, the
Journalists® degree of independence in each company. how the compa-

193 See Cares Llorens Maluquer (2001), Concentracion de empresas de comunicacion v
pluralismo: la accion de la UE. doctoral thesis, Universidad Auténoma de Barcelona.,

Barcelona.
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ny is managed, the public as receptor, the information offer from oth-
er geographical markets, etc. The risk of monopolising information is
inversely proportional to the size of the market where the communica-
tions group operates. For example, a greater degree of concentration is
generated in regional and local markets than in national markets.

The impact of concentration can also be due to the mercantilisation of
the media: contents are increasingly determined by owners and man-
agers in detriment to journalistic criteria. The excessive market quota
of a few groups can form an entry barrier for innovative media that
propose a different news or entertainment model. The self-sufficiency
of leaders can involve a loss of creativity and of quality in contents. In
preventing the abuse of a dominant position governments promote di-
versity, the creation of market niches, fragmentation and the plurality
of information. In another way, competition for audiences will mean
that the contents will become uniform to the detriment of quality. But
the homogenization of media contents is more the consequence of “im-

1tation strategies™ than of the concentration of communications com-
panies.

The critics of concentration usually point to negative situations which
are not always the direct consequence of the growth of companies: the
absence of a critical attitude on the part of journalists, the homoge-
nization of the contents, less attention given to local interest issues, the
trivialisation of information'®.

As arecent study shows, the heavy dependence on advertising invest-
ment means that newspapers moderate their political messages with
the aim of attracting a larger audience quota'”®. Managers’ lack of in-
dependence when faced with the pressure of advertisers can be miti-

194 Sce Davide Croteau and William Hoynes (2001), The business of media: corporate

media and the publie interest, Pine Forge Press, Thousand Oaks.

195 See Jean ). Gabszewicz, Dider Laussel and Nathalie Sonnac (2001). Press advertis-

ing and the ascent of the *Pensée Unique’, “European Economic Review”, No. 45,
641-651.
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gated by strong groups. which reach high market quotas and are less
vulnerable to pressures exerted by advertisers. On the other hand, em-
pirical studies on the relationship between concentration and pluralism
do not show that the combined ownership of newspapers implies a less
critical attitude towards political power'*: to condemn the effects of
concentration without empirical proofs is an ideological supposition
but does not achieve the status of a scientific proposal'®’.

The advance of concentration in many countries of Europe around the
middle of the twentieth century gave rise to numerous studies on the
creation of newspaper chains, the disappearance of independent titles
and the effects of this structure on local markets. Bagdikian’s classic
work on the concentration of media power in the United States estab-
lished the basis for the “critical theory™ on the increase in power of the
giant groups!'?s,

Years later, McQuail brought together the main hypotheses of the crit-
ical researchers on the situations of the press in monopolistic markets:

a) The acquisition of a newspaper by a national chain produces a loss
in local news and opinion services,

b) The disappearance of a rival newspaper reduces diversity of infor-
mation and opinion in that market and

¢) When an independent newspaper becomes part of a chain its criti-
cal capacity and editorial independence are diminished.

But McQuail is careful to specify that in spite of the numbers and the
creativeness of the research, it is difficult to avoid the conclusion that

the empirical studies have been unable 10 identify clear general effects

196 Sce David Demers (1999). Global media: menace or messiah?. Hampton Press, New
Jersey.

1‘)7 See Peter J. I-h]n]phrcys (19%). Mass media and media fPlJ.r!('_\' in Western I'_‘m"l',”f-'-
Manchester University Press, Manchester.

198 Sce Ben Bagdikian (1990). The Media monopoly. Beacon Press, Boston.
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on the balance of costs and benefits of concentration'””. In certain mar-
kets there can be at the same time a plurality in the owners of the me-
dia and a lack of variety in the contents. The opposite situation is also
possible: lack of plurality in owners, but a huge variety in political
standpoints. For Nieto, “pluralism is more in what the media commu-
nicate than in who controls the media™%,

Criticisms against newspaper chains do not only refer to contents, but
also to other factors: the dominant position for the establishment of
prices, the profit motive as exclusive criterion for decision-making. or

a fall in quality; but these criticisms can never be proved as universal-
ly valid®o!,

Concentration has positive implications for companies. With mergers.
the launching of new products and the increase in the market quota,
communications groups exploit their high fixed costs to the full. A
communications market in free competition is characterised by the dif-
ferentiation in products and the offer of different ideas and approach-
es. The very nature of the media market implies the differentiation of
products to attract audiences. In this situation — the need to create scale
economies and to differentiate the product — some markets will tend to
become heterogeneous oli gopolies™,

‘As well as concentration, globalisation, in the opinion of some writers.
is harmful for democracy. For Herbert Schiller, the internationalisation
of the communications companies’ capital allows the creation of “cul-
tural predatory giants”. With deregulation, concludes Schiller, the

| R SL‘? Dcr!u McQuail (1998). La accidn de los medios: los medios de comunicacion v
el interés piiblico, Amorrotu editores. Buenos Aires.

200 Alfonso Nieto (2001). Time and the information market: the case of Spain. Media
Markets Monographs, EUNSA, Pamplona,

201 f;’t‘ R.G. Picard and J.H. Brody (1997), The Newspaper industry, Allyn and  Bacon.
oslon.

202 Sn_:c JV C}lih:t'lhl]l'g in R.G. Picard (ed.) (2000), Measuring media content, quality and
diversity, Turku School of Economics and Business administration, Turku.
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State’s ability to intervene and socially manage the system has dimin-
ished 2. Concentration, the construction of macro-conglomerates and
hiper-commercialisation are —from the critical perspective— the great-
est blemishes on the face of the mass media204, and represent the
biggest threat to the democratic system205, Many of the analysts who
defend these standpoints urgently demand a stricter regulatory policy
to curb the growth of global multimedia conglomerates?®.

But other researchers continue to have a more optimistic view of the
situation: the free play of supply and demand does not guarantee that
markets are always open to competition, but, in practice, the prolifer-
ation of media means that there are increasingly fewer cases of a lack
of pluralism; for that reason —they add— excessive State intervention
generates negative side effects which are more serious than the prob-

lems they attempt to correct.

As we have already shown, the communications market in Europe pos-

es three types of basic problems:

e The situation of domination of the leading companies in pay tele-
vision, the music industry and film distribution: in these areas, the
main companies obtain high market quotas in the greater part of
the Community countries. In contrast, in other sectors, such as the
daily press, radio or commercial television, audience leadership is
always in the hands of the companies of their own country, with
the exception of the French-speaking area of Belgium, Austria and
United Kingdom. The financial press, magazines and the publish-

203 Cr Howard Tumber et al. (2000), Media Power, professionals and policies. Routledge,
London.

204 See R.W. McChesney (1999). Rich Media, Poor Democracy, University of 1llinois
Press, [llinois.

205 See Robin Andersen and Lance Strate (ed.) (2000), Critical studies in media com-
mercialism, Oxford University Press, Oxford.

206 See Leo Bogart (2000), Commercial culture: the media system and the public inter-
est, Transaction publishers, New Jersey.
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ing industry are found to be in an intermediate position as far as
the existence of large companies with a dominant position on a Eu-
ropean scale are concerned.

e The dominant presence of North American capital in some sectors:

such is the case in advertising (through the European subsidiaries
of the large multinationals), film distribution (concentrated in
companies which are the property of the great “majors” of Holly-
wood), pay television (if we consider that a large part of Vivendi’s
capital is in the hands of pension funds in the United States, and
that Rupert Murdoch, the principal owner of the second largest op-
erator -BSkyB—, has North American citizenship) and the music
industry.

® The excessive fragmentation in several markets which hinders
competitiveness of European companies at a worldwide level. The
small average size of the European companies produces a decisive
disadvantage, for example, in the production of audiovisual works.

In this report, after analysing the quantitative statistics of the European
market and keeping in mind the reflection of each expert from the
Member countries, we put forward several recommendations which
could serve as a guide for the European Union’s regulators.

a) Concentration operations: the continuation of a policy favour-
ing the consolidation of big European communication compa-
nies —like the merger of Vivendi and Universal or the alliance
between Ufa and CLT-, provided that this does not produce
dominant positions in the market.

b) Control over mergers and takeovers: maintain the “single au-
thority™ system in the review of these operations (the Com-
mission of the European Union or each country's govern-
ment).

¢) Consideration of the “Community dimension™ to mergers and
takeovers: the threshold of minimum turnover could be low-
ered to 2000 million euros, so as to broaden the Commission’s



d)

e)

CONCLUSIONS AND RECOMMENDATIONS

capacity to ban concentration operations. This measure would
require a re-modification of the Council Regulation 4064/89,
of 21 December, on Control of concentrations.

Review of the laws on private radio and television: the prolif-
eration of channels recommends the development of the “own-
ership model” (establishing strict limits on the ownership of
each channel, even though it has a low audience), to the “au-
dience share model” (limiting the total audience that a compa-
ny can achieve through several channels), as has already been
done in Great Britain and Germany.

Vertical integration of the audiovisual industry: it is important
the Commission continue its endeavours to prevent the distri-
bution control systems from interfering with the contents pro-
ducers’ access to the public. The “must carry” rules of the ca-
ble operators and regulation on compatible decoders are good

examples of this policy.

Cinema film distribution: suggest to the Member States they
revise the efficiency of protective measures of free trade in the
area of cinema films in order to avoid North American pre-

dominance. For example:
—prevent block sales of films,

—prevent Control of cinemas by large production
companies.

Transparency in communications markets: legislation would
be worthwhile in this area in order to facilitate free trade. This
decision is one of the three proposed in the Green Paper on
concentration and information pluralism published by the

Commission in 1992.
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