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Foreword

This thesis “As a matter of size” has been a long journey in terms not only of time used for
researching and writing the doctoral thesis, but also for finding the right theoretical and
methodological approach to study the concept of size empirically. This is a result of the different
areas studied while attempting to identify empirically the impact of size. While size plays the
dominating role, there is an underlying theme on the benefit of provisioning services in the

public interest.

During my work on the thesis, a lot of time and energy has been invested in other projects to
explore twists and turns in the understanding of the theories and approaches applied. Several
theoretical and methodological approaches have been investigated, as well as empirical studies,
and not all have been presented in this thesis. Two of the articles published (one as co-author
and one as main author) are present in the appendix B. None the less there is still a lot of
material left for further work on regulation and public services. The doctoral process has been a
process of in-depth gathering of information and data by mapping the available media data in a
European context. Not all is presented in detail or in totality, but an attempt has been made to
develop a work useful both empirically and theoretically within media studies. This also means
that much secondary material has been studied and used in the dissertation, but this does not
mean that I did not make a more original contribution in the dissertation (even though more of it
is present in the two articles, and some require more development), as by using different
databases I combined audience data of channels owned by media companies with the audience
share to establish an overview of market concentration in each market. Such data is not directly

available elsewhere, and did provide some interesting insights.

The end-product submitted here is only half of the actual written material, and there is thus more

work to be done in using the remaining material as spin-off articles.

Too many people to be named have helped make this work possible. Thanks to all — no names,
no one forgotten, would be the correct phrase. However, special thanks go to Prof. Anker Brink
Lund, former GD of DR, Christian Nissen, Knud Emborg Ebbesen (formerly DR) and the

Danish public broadcaster (DR) without whom this work would never have been possible.

I hope you will find the work interesting.

Christian Edelvold Berg, October 2012



Abstract

This thesis “As a matter of size” demonstrates that size does indeed matter. Television markets
have common characteristics across small and large markets, but the implications of these
characteristics are varied due to the difference in size of economy and population. The influence
of variable size is a consequence of the economic conditions of scarcity (limited resources) and
thus the relative critical mass of the media market. Thus, the influence of size is an expression of
the television market's inability to operate on normal market terms for provisioning particular
types of services. Larger markets (measured by economy and population) have a higher
potential of securing such content commercially. But all markets suffer from challenges in
securing provisioning of original domestic content. Market intervention and public subsidy play
an important role when it comes to securing domestic production. Political intervention can to
some extent counteract the effects of the common characteristics, by changing market conditions

through political regulation or subsidisation.

The thesis shows that the European television markets mainly operate under conditions of
oligopoly, usually in the form of different types of duopolies. The effect of size on market
concentration is not as unambiguous as estimated in the literature, as the scope and extent of
market intervention influence this quite intensely. Moreover, the study shows that television
markets are dominated by relatively few, usually local, media companies and the multinational
companies in most markets currently do not pose a real danger - but there are signs of a
development which requires further research. Public service companies remain relatively strong
in the markets studied, and continue to play an important role as a counterweight to national and

international commercial competitors.

Different markets require different policies that take into account the conditions in that specific
market, in order to achieve a certain desirable merited effect. The thesis supports the view that a
"one size fits all" policy across several markets when it comes to media regulation, risks not
yielding the warranted results. Markets with different conditions, exposed to the same type of
regulation, might have overall positive effects, but could also easily have a very negative impact
if the conditions in a particular market do not fit with the intent of the policy. It is therefore far
from certain that a "one size fits all" regulation will have the intended uniform effect on the

affected market across several markets.

This is especially true for markets that are challenged by having both a small population and a
small economy. In a sense it is a paradox that the interest at European level in fair competition
and equal opportunity for success can lead to different conditions of competition in a domestic

market, as players may be subject to various conditions (in a way it can also be regarded as a



consequence of domestic policy interventions), where the domestic players can face a strong
international player, and as a result of the internal market and the Audiovisual Media Services
directive, can achieve a competitive advantage, for example in relation to choosing the most

lenient advertising rules.

The analytical work of the thesis can substantiate claims that size has a significant effect and
that there are concrete policy implications depending on size of economy and population, due to

scarcity of resources in the individual market.



Resume pa dansk (abstract in Danish)

Denne afthandling "As a matter of size” underbygger argumentet om, at tv-markeder har felles
karakteristika pa tvaers af sma og store markeder, men samtidig, at konsekvenserne af disse
karakteristtika netop er forskellige som fglge af henholdsvis @konomisk- og
befolkningsmassigstgrrelse. Den indflydelse variablen stgrrelse har, er en konsekvens af de
pgkonomiske knaphedsbetingelser og dermed af markedets relative kritiske masse. Dermed er det
et udtryk for tv-markedets manglende mulighed for at fungere pa normale markedsmassige
vilkar for bestemte typer af samfundsmessigt meriteret indhold. Dette er et resultat af tv-
markedets markedsfejl og dets deraf afledte ufuldkomne konkurrence. Markedsintervention og
offentlig subsidiering har derfor en vasentlig betydning, nar det kommer til produktion af
meriteret indhold.

Politiske indgreb kan til en vis grad modvirke effekterne af de falles markedskarakteristika,
herunder knaphedsbetingelserne, ved at @&ndre markedsvilkarene gennem politisk regulering
eller subsidiering. Analyserne viser, at tv-markederne overvejende fungerer under oligopole
forhold. Virkningen af stgrrelse pa markedskoncentrationen er ikke sa entydig som anslaet i
litteraturen, da omfanget af markedsintervention ogsa har en indflydelse. Undersggelsen viser
desuden, at tv-markederne er domineret af relativt fa, som regel lokale, medievirksomheder, og
at de multinationale selskaber i gjeblikket ikke pa de fleste markeder udggr en reel fare - men
der er tegn pa en udvikling som fordrer yderligere forskning. Public service-virksomhederne
forbliver forholdsvis sterke i de undersggte markeder, og indtager fortsat en vigtig rolle som

modvagt mod nationale og internationale kommercielle konkurrenter.

Forskellige markeder har behov for politikker, der tager hgjde for de serlige vilkar pa det
specifikke marked for at opna en bestemt gnskelig meriteret effekt. Analyserne underbygger, at
der ikke findes en “one size fits all policy”, nar det kommer til medieregulering og mediepolitik.
Markeder med forskellige vilkar, der udszttes for samme type af regulering, kan godt resulterer
i overordnede positive virkninger, men s@rligt ogsa negative virkninger — hvis reguleringen ikke
er tilpasset markedet. Som udgangspunkt vil effekterne vere forskellige, og forskellen vil
afh@nge det enkelte markeds sarlige vilkar — det er derfor langt fra sikket, at en “one size fits
all” regulering vil have en ensartet effekt pa de pavirkede markeder, samtidig er det ikke sikkert,
at reguleringen opnar den g¢nskede effekt. Dette er iser tilfeldet for de markeder, der er
udfordret af at have savel en lille befolkning som en lille gkonomi. P4 en made er det et
paradoks, at interessen for fair konkurrence og lige vilkar pa europaisk plan kan fgre til
forskellige betingelser for konkurrencen pa et indenlandsk marked, da spillerne kan veare

underlagt forskellige betingelser, hvor den indenlandske spillere kan std over for en sterk



international aktgr, der som fglge af det indre marked og tv uden grenser direktivet (nu AVMS)
opnar en konkurrencemassig fordel.

Det analytiske arbejde der er foretaget i afhandlingen, kan anvendes til at konkluderer, at
stgrrelse har en betydning, og har konkrete policy konsekvenser ath@ngig af gkonomisk- og
befolkningsmassigstgrrelse, som fglge af de begrensede ressourcer og den tilgengelige kritiske
masse pa markedet. Men det kan ogsa konkluderes, at der ikke findes én enkelt metode, der kan
behandle denne udfordring, da dette netop er en konsekvens af de markedsmeessige vilkar som

opstar som fglge af de feelles markedskarakteristika.
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Chapter 1. Introduction

The aim of this Ph.D. thesis is to study the influence of size in order to identify the differences
between small and large television markets and to show how this can be relevant for media
policy. More specifically, I shall analyse the structural influence of size on the mechanisms of
the TV media market. This will be done by studying differences using scarcity conditions as my
point of departure and using proxies for market volume, production of original domestic content
and market competition. All in all, this will document important aspects of the reasoning behind
the current forms of state intervention in media markets, and facilitate a more coherent

discussion of the implications of size related to policy decision-making in Europei.

That size matters in commercial markets is obvious, but when one asks how size matters in
media markets with high levels of political intervention, little empirical evidence is available.
Even less empirical evidence is available on how size matter for public service broadcasters
(PSB), even though they are important institutions in most European media market. There is
especially a lack of research on the influence of PSB in different regulatory frameworks. PSBs
have been applied as policy tools for a long time with different purposes in diverse markets.
This has led to a situation where size indirectly is taken into account by the PSB. None the less
size as a concept stating the overall challenges for small markets often appears in policy debates,
but it remains rare for actual research to be conducted, especially with a policy perspective.
Availability of data is a major reason for this as cross-comparisons are very challenging as the
actual policy-construction processes are usually hidden in “black boxes” in the public
administration and political negotiation. This is also why PSB is not a direct part of this thesis,
as I study the results based on input (money and investment in original production) and output
(share and market concentration) in small and large markets. However, studying this at a
structural level using comparative method will enable me to identify similarities and differences
between small and large markets based on size. This will also because of the strong European
tradition of PSB indirectly help substantiate the influence and importance of these institutions.

As such the focus is on the impact of size for media policy in general.

When developing media policy, size is usually ignored or regarded as a ‘black box’. I intend to
open this box. In doing so, I will supplement former work from different fields of research,
primarily Robinson (1960), Amstrup (1976, 1979), Handel (1981), Hanf and Soetendorp (1997),
Ott (2000), Alesina and Spolaore (2003), Puppis (2009), Lowe & Nissen (2011). In spite of their

efforts, questions about the influence size has, and what policy implications may be triggered
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in the wake of increasing international competition and the transnational regulatory regime of

the European Union, are often still dismissed or overlooked.

In this first chapter, I shall present my research problem and the subsequent hypotheses and
research questions. After that, size is defined empirically, leading to theoretical and practical
delineations, and the introduction to my choice of research design. Before doing so, however, I
shall discuss my fundamental motivation for doing the thesis in the first place, i.e, offering my
assistance in mitigating the current lack of knowledge related to policy implications of size,

especially demonstrated by the efforts of European national states and the EU".

1.1. Policy implications of size

My motivation for doing research of this kind is not strictly empirical, but also normative, i.e. to
inform current debate on media policy nationally and transnationally in Europe. In the TV
markets regulatory interventions have primarily been based on market failure and merit goods
arguments legitimising Public Service Broadcasting (PSB). Consequently, most European
nations have PSBs, but currently we are witnessing a situation in which television markets of
different sizes have had similar policies imposed on them in spite of dissimilar working
conditions, as a consequence of EU competition policy for the common market and the

audiovisual media service directive (AVMS), formerly known as television without frontiers.

I shall argue that as far as television is concerned, size has been neglected not only theoretically
and empirically, but also in European media policy. This became apparent when the concept of
size was removed from a first draft of the Communication on Broadcasting from the European
Commission after a consultation, only to be re-introduced in the following draft as a
consequence of several small states and public broadcasting organisations presenting their
arguments relating to size. In this respect, it became apparent from an empirical perspective that
there was a belief in the influence of size which, while not contrary to the literature, was based
more on the perceived challenge of small states, such as scarcity concerns and the protection of

perceived merited interests.

The thesis will demonstrate empirically that size is important and has policy implications for the
television markets, but also that political intervention remains frequent and has a significant
impact on the markets. My point is that as a consequence of their special characteristics, TV
markets represent a strong case to be investigated for the purpose of studying the influence of
size. Furthermore, that TV markets constitute a particularly interesting case is also due to the

fact that conditions of TV market failure have long been an argument with clear empirical
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consequences in terms of political intervention. This is also very clear empirically where more
than €22 bn was allocated in subsidies in 2007 in Western Europe™ alone, making it the third
largest publicly aided industry in the EU, only surpassed by the transport and agricultural sectors
(Screen Digest, 2007). Furthermore, the interest in television and original domestic content by
the European audience should not be underestimated with an average daily viewing in Europe of
3 hours and 37 minutes per individual in 2008 (Eurodata TV, 2009).

In short: Based on theoretical arguments, the impact of size as small and large markets are
subjected to different market and content good characteristics, may lead to regulatory failures
and incompatible market conditions, when regulating dissimilar markets with harmonised

policies, which risks leading to externalities and, in the worst cases, adverse effects.

1.2 Research problem

I shall argue that size is a factor of great (but neglected) importance for European media policy.
I will do so by investigating how size influences small and large markets by analysing the
influence of size on the structural mechanisms of the TV media market in particular”. More
specifically, what will be studied is scarcity in terms of market volume and domestic production,
as well as examining the market competition. This analysis will enable a more coherent
discussion of the implications size has for policy in the European TV market, including the
consequences this has for the reasoning behind the arguments for state intervention. The

research problem can be stated as follows:

I am going to analyse how size matters for television markets in Europe, measured and

compared by statistical data, in order to discuss potential policy implications.

The fundamental basis of my thesis is the scarcity argument. Scarcity in this sense means that
the small markets lack sufficient critical mass to leverage the challenges posed by the
characteristics of the market (level of market volume and available resources to invest in
original domestic production as well as imperfect competition). This I shall argue have special

implications for the role of public service broadcasting.

The consequences of size may be that small markets cannot procure commercially the domestic
services of interest in terms of information and cultural goods of sufficient quality independent
of state intervention. To frame the analysis of size, the argument of similar characteristics but
different leverage has been developed and will be used to analyse how size influences. This will

help document empirically the influence of size and assess whether the argument that size
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should play a more prominent and informed role is an important premise for the regulation of

the European TV market.

In other words: I shall argue that the consequences of size for the media lie in the inherent traits
and distribution of the media content goods and media markets. Both the media content goods
and the distributive infrastructure carry characteristics which have natural modes of market
failure. These characteristics are intrinsically linked to market volume, particularly because of
the public interest in original domestic content, and to the competitive market conditions. This
leads to differences between small and large markets based on the content and market
characteristics. Large markets have a broader basis for securing revenue, i.e. a larger market
volume, to invest in original production, as well as a larger critical mass which means that there

is the potential for more companies to enter the market.

1.2.1 Hypotheses
As a starting point, I have two hypotheses, each of which will be investigated through a set of

research questions well suited to frame the analysis of the research problem on how size matters.

Hypothesis one: Size is linked to scarcity and therefore influences the critical
mass of television markets: meaning that size influences the critical mass in
television markets based on availability of revenue understood as monetary TV
market volume and the availability of original domestic content. Consequently
the larger a market is, the greater is the potential volume of the television market

and domestic production.

This will be investigated based on three research questions:

A. How does size influence the availability of revenue in television markets (TV market
volume)? The larger a television market is, the more revenue should be available, which
again sets the frame for the potential number of companies and the level of domestic

production as this is based on scarcity considerations.

B. How does size influence the level of original domestic content in television markets?
The larger a television market is the more original domestic content should be available

as the incentive for companies to invest in content should be higher.
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C. Is there a relative influence of size (varieties of size) on TV market volume and
production of original domestic content? Size influence could also be viewed relatively
based on small and large categories, meaning that a large market measured by
population, can be small measured by economy, which can result in different

implications for policy.

The investigation of the first hypothesis will be made based on these three research questions,
each to be studied in a separate chapter and summed up in a conclusion. Combined, these three
analyses will help investigate whether size matters for volume and production of original
domestic content on TV markets and what policy implications this influence could have from a

structural market perspective.

Hypotheses two: Size influences the competitive conditions in television markets.
This is a consequence of imperfect competition due to the characteristics of
media markets and media content in combination with differences in critical
mass (scarcity). Consequently the larger a market is, the better conditions are
there for private commercial media, as the larger markets can sustain a higher
number of companies, which should show in lower degrees of market
concentration - if not at the overall level, then as the number of companies

increase.

The second hypothesis will be investigated based on two research questions:

D. How does size influence the conditions of competition in television markets? This will

be divided into two separate sub questions:
a. How does size influence public and private television?

b. Is it possible to identify differences in small television markets with same-

language large neighbours?

E. How does size influence the level of concentration in television markets? This will be

divided into two sub questions:
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a. How does size influence market concentration from an overall structural

perspective?

b. Is it possible to identify any trends concerning ownership of multinational

companies?

The investigation of the second hypothesis will be based on these two research questions, each
to be studied in a separate chapter focused on a set of sub questions and summed up in a
conclusion. Combined, these analyses will help investigate whether size matters in TV markets

and which policy implications this influence could have from a structural market perspective.

1.2.2 Delineation of the analyses of the research problem
This study will investigate the variable of size to explore whether or not there are differences

between small and large television markets.

The radio, online and print markets will not be included. Radio, online and print-markets are all
interesting, and — with some variations - they have similar characteristics to television.
Television is of main interest as this field is regulated nationally, as well as by the EU, which
should make it easier to identify potential policy implications. Radio is also regulated, but
mainly nationally and not to the same degree by the EU. Online and print are mostly also
unregulated, except for cases of piracy, right of reply and other similar concerns. But it is a
different type of regulation than for television. The objective is not to analyse the regulatory

measures of the sample markets, as this is beyond the scope of the purpose of this dissertation.

There will not be a detailed and comprehensive description of either the history of the individual
media systems in each market or of the individual PSBs; this has been conducted by a number
of media researchers, e.g. Kelly et al (2004), the Hans Bredow institute (1957-2004/2005)
Internationales Handbuch Medien, as well as in qualitative studies in the individual countries.
Nor will in-depth case-studies be conducted: this is a variable-oriented study, and single cases of

regulatory history and effect will not be introduced.

The unit of analysis for the thesis comprises European markets; a sample of 26 European
markets will be included, and depending on the chapter there are some markets divided based on
language, namely Belgium (French and Flemish). The limit to 26 European markets is due to the

difficult availability of media data, which requires resources and contacts to gather. Nonetheless,
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this study will also be one of the more comprehensive pictures of the media markets based on
empirical material from a mid-range of markets. The question of size has been examined in case
studies based on single or a few cases, but few comparative studies based on quantitative data
exist. An example of one of the few comparative studies is McKinsey (1999), conducted for the

BBC which compares 20 countries.

The intention is to enable statements on the observed similarities and differences concerning
size as well as to identify potential patterns. This means acceptance of a social world which can
be studied systematically and where it is possible to identify regularities/irregularities of social
phenomenon. This also means that this study cannot claim to provide either the entire answer or
the whole explanation as to how size matters, but it is an attempt based on economic theory with
the purpose of establishing a particular interpretation of the influence of size based on the

assumptions of public interest in the production of original domestic media content.

The economics applied cannot be used to prove value-judgments in terms of which policies are
the best, or if the media should or should not have state aid. That would in many ways be a
question of ideology and values. What it can do, is to nuance and help explain trade-offs
between different solutions and problems, but where values become the central concern, politics
and political consideration enter the game. Therefore it is necessary to clarify that, while I will
study size to investigate differences between large and small markets within a set of parameters
based on the selected framework, I will not make normative value judgments in terms of what to
do about the potential problems of small markets or small/large language areas, but I will
attempt, based on theory and empirical studies, to nuance the arguments on the challenges of
these. The explanation of empirical phenomena is the main purpose of theory and testing them is
important in the further development and refinement of theory. I hope this dissertation can be
used to further the understanding of how size, as a variable, affects markets in different ways,
and also how this can be applied to nuance and refine media theory and policy in areas related to
size, and understanding of the television media from an economic perspective and possibly

establish a debate on public service broadcasting.

1.2.3 Defining size

The intention of this dissertation is to study the influence of size. Consequently a definition of
how to measure this is required. Conceptually, I can distinguish between different facets of size
such as territorial mass, industry, the military, population, market size or economy (Robinson,
1960; Friedman, 1977; Trappel, 1986; Trappel and Meier, 1992; Findlay, 1996; Alesina and
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Spolaore, 1997, 2003; Ott, 2000; Wittman, 2000; Puppis, 2990; Puppis et al. 2009; Lowe &
Nissen, 2011). Omitting the military, most of the other facets can be argued to have a more
continuous effect on the media, with the challenges being that these again are relative in terms
of the operational definition. When conducting comparative research, I have to be able to define
and discuss when a market is large or small and by which criteria. The demarcation applied can
always be challenged by others, and it therefore becomes important to ensure that there is
complete clarity in the distinction between large and small. So the concern is the definition of
the included variables: what is small and in which context? Or, in short, what is smallness and

what are the criteria for being small vs. being large?

To give an example of the difficulty of definition, I can use the fact that the attempt to bring size
back into media research has focused on population as being a measure, as seen in the Special
Gazette issue (2009) definition of 15 million+ for large, while for Lowe & Nissen (2011) was 20
million+. Small states are defined by others as those with less than 5 million inhabitants
(Commonwealth Secretariat, 2008), while another use of population defines those states with
more than 5 million people as large, and only those below 1.5 million as small, with the rest
falling into the medium category (Ott, 2000). The point I have to make is that there are no clear-
cut definitions and the one applied here is not a final answer as to size, but will indicate some

relationships of interest between the variables for use in a particular context.

In short, size is a complex concept to work with; what is large in contrast to small? And is this
only on the national level? How should a small market, home to a large broadcaster such as in
the case of Luxembourg, count? Population size as a variable has been criticised (Hallin, 2009),
but it remains useful (Puppis et al., 2009) and as I argue, we should perceive population as just
one of several facets of size. Alesina and Spolare (2003, 2005) suggest different indicators for

size such as, among others, the separate economic indicator of GDP and geographical area.

The included markets are different in size; therefore it is necessary to stipulate clearly where
they are respectively, large or small. A country with a small population but a large territory
poses different questions to those of a small, flat country such as Denmark when it comes to
penetration of and investment in telecommunication infrastructure. Size as a concept is quite
ambiguous and relative, and in order to use it systematically, it is necessary to establish clear
definitions for the facets used. As such it is necessary to note that there are no clear-cut
definitions, but there are some useful indicators for size, such as population, economy, e.g.
GNP, GDP or PPP GDP, geographical size (Ott, 2000; Alesina and Spolaore, 2003; Puppis,
2009).
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As pointed out in the literature, market size, territory, economy, the military and industry among
others are all relevant facets of the concept of size. It would, however, be difficult to include
them all. I will apply population, economy and language as variables, with the reasoning for this

given below.

Economy can also be measured in different ways; a usual way is GDP, GDP per capita, or GDP
corrected for purchasing power parity (PPP). Another method is gross income or disposable
income. Different measures will be used for different purposes. To limit the challenge of
multicollinearity when conducting the multivariate statistical analysis a decision has been made
to use a GDP per capita figure corrected for PPP. It can be argued that economy and market size
are mutually dependent, but these facets can also be affected by the size of population. Markets
such as Norway have large economies due to oil exports while being relatively small in other
aspects; at the same time, Saudi Arabia has both a large population and a large economy due to
oil. A large population with a small economy is also a possibility, as well as a small market with

a population having a relatively large purchasing power.

Population is directly related to the number of available customers. If the population is
sufficiently high it achieves a critical mass capable of attracting investment, thus changing the
market conditions. Market volume is an important selection criterion, but it can be viewed as
dependent on both population and economy. Language, while having a relation to population
size, is also related to neighbouring markets as well as the spread of the language globally.
Small markets for television content, meaning language areas, face other challenges from large
consumer markets, such as large language areas with an international perspective. While the
domestic market of available consumers might be small, such as in Austria, the total German-
speaking market is large, equalling 100 million. Language is thus also a facet in determining

actual market potential.

All in all, size is a relative concept: Mexico, while having a relatively high population (110
mio.), is still smaller than its neighbour the USA in both territory and population size. The same
is the case for Canada which, while being small in population in comparison with the US and

Mexico, is still big compared to most European countries, and is larger in territory than the US.

Smaller markets can at the same time usually only maintain a smaller number of competing
companies, and therefore tend to be more concentrated than their larger counterparts, which can
entail an increased intervention into the market. Market concentration is central for small

markets and in theory marks important differences between small and large. But these factors
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are also related to the size of population, economy and language as they can influence the level

of competition.

The Austrian market risks higher levels of competition due to the German language, the same
being the case for the French-speaking part of Belgium in relation to France. This indicates
language affiliation affecting a country, especially if a small country has the same language as a
larger neighbour (Puppis et al., 2009), but this is more a variance of size than a separate concern.
This is of course speculation, but when studying the share of countries such as Austria and
Switzerland, we find indications for an effect not normally visible for other small countries.
Language area becomes a way of distinguishing small countries from each other. When looking
at the Scandinavian countries (Denmark, Norway and Sweden), it can be seen that they also
have the potential of cross-viewing, but for some reason this has not been as widespread as in,

for instance, Austria.

One interesting point to study is whether it is primarily the large countries which penetrate into
their smaller same language neighbours, or if this can also be the case for small country
neighbours. One interesting aspect here is actually the conception of language similarity;
although the Scandinavian countries (Denmark, Norway and Sweden) have somewhat similar
languages, they are not as similar as German spoken in for instance Austria, nor the English
spoken in Ireland. The same is the case for the Slavic countries: although similar, they are not
completely alike. Thus cross-viewing is not as viable as in Austria and Germany, for example,
or for that matter in French Belgium and France. Language will therefore be considered a

separate facet of size, perceived as language area.

What I argue is that while there are several different ways to measure size, there are three of
particular interest for media economics in the form of economy, population and language. In this
dissertation I will draw on Alesina and Spolare (1997, 2003) as well as Witman (2000) by
including economy as an indicator for size measured by PPP in GDP and GDP in absolute
terms, and Puppis et al. (2009) by including population and language. In principle, several more
facets could be included, but for the purpose of this comparison these will present a particular
variety of size based on case-study research within media studies and wider studies within other
disciplines that could indicate some difference related to size. I am in line with Lowe & Nissen
(2011) in finding it important to include both economy and language as separate indicators for
size in an attempt to establish an increased coherence in the way it is applied in policy. For the
purpose of the media, claiming that small is below 5 million (Commonwealth Secretariat, 2007)
or even below 1.5 million (Ott, 2000) would bring miniscule leverage potential in terms of

ability to provide domestically produced media content. Thus the 20 million population
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definition by Lowe & Nissen (2011) is more useful as an indicator for the categorical definition,
when it is taken into consideration that the analysis is mainly based on continuous scale
variables based on the logic of the hypothesis, where the influence of size is argued relative as

based on the differences in size.

Size will be defined by three empirically testable parameters: population, economy and
language. I apply both a scale definition and a categorical definition of size. Using a scale
definition means that the larger the population or economy, the higher the critical mass is of the
market and vice versa. Using a categorical definition means that the markets are grouped

according to a pre-determined population and economy.

. Scale population and economy definition: Population in millions and economy in
PPP GDP per capita in dollars are used as scale variables, as the hypothesis states
that in that the larger or smaller a market is, the more or less evident the influence
of size becomes.

. Categorical population definition: The categorical definition applied for population
is that a small population is defined as below 20 million and large when above.

. Categorical economy definition: The categorical definition applied for economy is
that a small economy measured through GDP PPP per capita is below the
European average figure of $24.216,80 in 2007, and economies equal to or above
that are considered large. The figure of $24.216,80 is equal to the average of all
European markets in 2007. This definition has been chosen in order to establish a
non-subjective definition of economic size.

. Language is used indirectly by analysing small markets with large same-language

neighbours based on the categorical definition of population size.

These variables and small/large definitions should give indications of the effect size can have.
The definitions are based on a conceptualisation which has an inherent challenge of scale,
meaning that the larger the economy or population, the easier provision will be; but this is also
is the case vice versa. But this way of distinguishing the markets will establish some leverage
with which to differentiate effects of size based on more than population, although this is the

main parameter applied in terms of categorisation: for a list see the table in appendix A.
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1.3 Theoretical argument based on the hypothesis

I have argued that media markets in general and TV markets in particular are subject to market
and content characteristics which will increase the influence of size due to conditions of
scarcity. This is what leads to the different conditions in small and large markets. The argument
is based on the conditions that media content good are generally identified as public goods due
to their characteristics of being non-rival and non-excludable. This does not mean that these
goods cannot be made exclusive using different methods, because through distribution they can
become excludable. I argue that media content is a traditional public good in the specific
linguistic and cultural context of a geographical market, but perceived from an international
perspective, language and culture exclude and change the non-excludable media good to a club
good, thus becoming excludable but remaining non-rival. This leads to the question as to why
domestic content is necessary; the reason is that within a society there has to be a function for
the diffusion of information such as news, debate and cultural programming within a specific
national sphere of political influence in order to secure cohesion and the ability of citizens to

navigate in a democratic society.

A small population also means that there are fewer people to pay for a similar level of service. I
therefore argue for a change in the way in which we perceive domestic production, as while
media content does have the characteristics of public goods, they are, especially in small
markets, limited to a particular cultural and linguistic context which functions as an exclusion
mechanism, suggesting that it would be beneficial to perceive originally produced domestic

content as a club good.

The intention of my investigation is to study how size, as a variable, influences large and small
markets differently. This will be done to help close some of the empirical and theoretical gaps in
media theory as well as testing the theoretical assumptions applied in the hypothesis. 1 argue
that, based on a conceptual framework derived from economics, we should see the conditions
for the media with a) content characteristics of non-rivalry and the potential for either
excludability or non-excludability (Samuelson, 1954; Buchanan, 1965, 1967; Holcombe, 1997)
in combination with b) increasing returns to scale under conditions of consumption being
independent of cost of production (Bator, 1958), leading to difficulties in achieving ¢) minimum
efficient scale for media companies (Sutton, 1991, 1998) based primarily on one domestic
market. Based on this we have a mode of market failure by existence (Bator, 1958). Based on

the three conditions the television media market has per definition imperfect competition.
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The argument is that every size of television market has characteristic dynamics that are more or
less applicable everywhere, and that the explanation of key differences lies in relative market
leverage. This can be conceptualised as an expression of the market’s inability to allocate
resources efficiently in media. Consequently, the inherent assumption in the argument is that
size matters for both performance and policy in TV markets. The prerequisite for this is the
scarcity argument, meaning that the larger the market volume, the more revenue is available,
and thus the higher the level of original domestic content possible. This can stimulate increase in
competition. Consequently, it denotes that while small and large markets face similar challenges
due the characteristics of media content and media markets, small markets have less available
revenue, which in theory leads to difficulties with high levels of market concentration and
reduced levels of original domestic content produced. This led to the construction of the relative

market leverage argument which is described below.
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Table 1: Theoretical reasoning: relative market leverage

The claim is that smaller and larger TV markets have similar characteristics as a result of how
broadcasting technology works; there are significant differences in the dynamics that
characterise comparative contexts. These differences are caused by variations in market volume
and supply, which affect the competitive conditions in the market as a whole. This suggests the
importance of market leverage: differences in the dynamics accounting for variation in smaller
markets are due to the market’s inability to leverage the critical mass necessary to provide media
content goods, where cost of production is independent of consumption. In short, it costs as
much to make a programme for a few people as for a multitude because costs are in large part
fixed. This is especially pertinent to the dynamics of smaller markets because less ability to
leverage must limit the potential for achieving higher efficiencies related to scale.”

This is related to the media content good characteristics which make it difficult to establish a
business based on a traditional profit model. I define a media content good by defining the
media content characteristics. Media content characteristics are defined by the following main
concepts:

e Media content characteristics — MCC
¢ Non-rivalry in consumption — NRIC
® Non-excludability — NE

e Excludability — E

¢ Increasing returns to scale — IRS

e Minimum efficient scale — MES

I can express it like this: the difference between small and large markets is a consequence of
market leverage as an effect of:

MCC = NRIC + either NE or E
+IRS
High MES levelN/

The lack of volume in small markets establishes that their critical mass is insufficient to leverage
the MCC adequately, leading to an increased potential of market failure, especially in the face of
converging media.

The established market failure concerns as a consequence the media content good characteristics
combined with increasing returns of scale under costs of production being independent of
consumption. These establish a high efficient scale level of domestic companies, but also the
potential of utilising economies of scale for international players.
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For smaller markets, this is problematic because domestic programming is typically unable to
produce sufficiency across all types of genres in quantity, quality, or both. The market is
materially too small to support that. Domestic companies in smaller markets therefore face
difficulties in being unable to reach the efficiency of scale required to produce all the content

that is needed domestically based on the market alone.

This situation fuels a related tendency. Mass media require some form of collective funding
because production cost is independent of consumption.Vi Because content is expensive to
produce but cheap to purchase, there is an incentive to buy tested formats, popular series, hit
motion pictures, and other media goods because this lowers uncertainty in attracting viewers.
Risk of market failure and lack of incentives are governing principles in determining a market’s
lack of original domestic content.""

This complexity is explained by difficulties related to the nature of media content as public
goods, as well as in economic theory where increasing returns to scale explain how the cost of
production is independent of consumption. This situation produces typical challenges in

securing sufficiency in original domestic content:

The non-rivalry characteristic of media content (meaning that the same content can be consumed
by more than one person at no added cost) with high potential for non—excludabilityvm;
Increasing returns to scale are important because the cost of production is independent of
consumption (meaning that most of the costs are sunk in producing the first copy, with
duplication being fairly cheap);

Higher levels of efficiency in scale caused by the collective funding function, meaning that
domestic broadcasters depend on single markets while multinational corporations are able to
distribute the same channel or content — dubbed or subtitled — to several markets at once,
making it much easier to realise economies of scale. This is especially important for smaller

markets and single market broadcasters.

The theoretical assumptions imply potential differences and explanations for size which could
help nuance the discussion of size as well as the contemporary policy debates, especially in
terms of state aid. The purpose of this approach is both to test the theoretical explanations and to
study size and the television media.
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1.4 How does size matter?

The question of how size influences has been raised within media studies before (Trappel &
Meier, 1990; Trappel, 1991; Meier and Trappel, 1992). But the focus was mainly on small
state™ problems and the topic was not pursued for some time (Siegert, 2006), despite the fact
that there have been several significant changes within media development since the 1990s.
There have been recent attempts to bring back the small state issue within the media, two
examples being the Special Gazette issue Puppis et al (2009) and Lowe & Nissen (eds) (2011).
The method applied when studying size consisted of conducting case studies involving a few
small markets, with interesting results. Unfortunately, comparisons with large countries were
usually not included in such research, and there were limits on the number of markets included,
consequently leaving the questions open as to whether or not there are differences between large

and small markets.

Size has not in general been neglected in academic literature. Other fields such as International
Politics focus on issues such as small state behaviour within the EU and weak/strong states
(Koehane, 1969; Dosenrode, 1993, 1997) and democracy (Dahl and Tufte, 1973; Ott, 2000); in
Political Economy there is research into how small states develop different strategies to cope
with their conditions (Katzenstein, 1985; Pedersen and Campbell, 2005); in Economics
(Robinson, 1960; Friedman, 1977; Witmann, 2000; Alesina and Spolaore 1997, 2003 & 2005)
size has continued to be of some importance as a question of research. Most of these studies
have argued that small markets experience different conditions. However, within media studies

the number of comparative empirical studies has been relatively limited.

Neglected issues in some of these studies on small states often encompass the lack of
comparison between large and small markets. This leaves some difficulties in identifying what
specifically constitutes a small market challenge and what is due to other conditions such as
regional extension and lack of funding or, even more importantly, an effect influencing both

small and large markets.

In other words, there are arguments based on empirical studies claiming that size has an effect,
but little comparative empirical evidence to substantiate a generalisation of the claim. Within
media studies, size has thus been neglected in comparative research, leaving few studies

available on its potential effect.
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This was also an important part of the conclusion in the Special Gazette issue on small nations,
where Puppis, d’Haenens, Steinmaurer & Kiinzler (2009: 110) stated that: “Only systematic
cross-country research, considering big and small states with and without giant neighbors

sharing the same language, will help us answer the question of how size matters”.

I argue that within media studies there is a theoretical and empirical gap concerning size as a
variable when it comes to the question of policy. In other words, if I want to answer the question
as to how size matters for policy, it would be beneficial to study this empirically and
quantitatively in order to establish an idea of its importance, by conducting a systematic
comparative study including large and small markets as well as those with and without same-

language large neighbours.

The difficulty is that it can be argued that size can be based on so many different
conceptualisations and definitions that the fuzziness of the concept becomes increasingly
complex to apply and define; for the definition used in the thesis see chapter 1.2.3, Defining
Size. The issue of the everyday understanding of the concept further complicates the problem.
Almost everyone has an understanding and conceptualisation of the fact that size is important,
but within media studies little empirical material is available in which both large and small
markets are compared. The purpose of this review is thus to clarify some areas which size is
argued to affect and point out how this leads to differences between large and small markets for
use in the analysis, and which can be followed up in chapter 2, Media market characteristics.
When studied in detail, many of the conditions we argue are size-related in general literature
might have other both beneficial but also adverse effects for the media. I cannot just apply the
understandings from other fields of research without relating them to the potential effect on the

media.

First I will present some of the literature on how size is perceived to influence conditions
differently in large and small markets. The purpose is to identify areas which present the

potential for study.

1.4.1 Identifying the influence of size
In this chapter, the reason for studying size is argued based on literature and related to the effect

for the broadcast media. This is done to conceptualise why size is interesting to study. First the
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general factors are presented, after which those with the main potential impact on the media are

presented in turn.

Studying the literature in general, the following factors with relevance for the media distinguish
large and small markets: a) Vulnerability, b) Dependency, c¢) Adaption, d) Competitiveness and
e) Cohesion™ (Robinson, 1960; Azar, 1975; Amstrup, 1976, 1979; Handel, 1981; Katzenstein,
1985; Alapuro, 1985; Hanf & Soetendorp 1997; Ott, 2000; Alesina & Spolaore, 1997, 2003,
2005; Alesina, Spolaore, Wacziarg, 2004). More specifically for the media, the question leads
primarily to a focus on the special conditions for small markets. This leads to four primary
factors of difference with relevance for the media between small and large markets in the form
of vulnerability and dependence, as well as the linked problems in relation to market volume
and resource shortages (Trappel and Meier 1992; Puppis, 2009). As shown, there have been
several attempts to study size before. There have been several other contributions in literature on

how size influences which will be presented below.

One of the most important factors of interest for the media, based on the literature in general,
appears to be the difference between large and small market conditions and the way the state
deals with them. Below, I will primarily focus on vulnerability and dependency, which are
considered the points of macro influence, where market size and resource shortage are related to

those differences when using economy, population and language as indicators for size.

Due to their size, small markets are more vulnerable to fluctuations in the international economy
and have to be flexible and willing to change in accordance with world markets, as a
consequence of their (usually) open markets and dependency on trade. If a small country is not
capable of adjusting and adapting to change it risks undermining its competitiveness. Large
markets are more able to withstand and adjust the international agenda to their own and are
therefore less vulnerable (Katzenstein, 1985, Jensen & Campbell, 2006).

Small market characteristics of vulnerability and dependency due to the open economy as well
as a lack of self-sufficiency also apply to the media sector and especially so to the broadcasting
industry. From an economic perspective, this development is due to changes in incentive
structure making the business profitable, especially where economies of scale and scope are

possible.

Market intervention, usually because of cultural, social, informational or democratic reasons,
functions as a national self-defence mechanism with which to correct market failures, which

vary in large and small markets. Formerly, the natural monopoly of the airwaves for instance
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limited broadcast competition; however, new technology has increased the number and type of

outlets and has thus established the potential for increased competition"i.

Vulnerability and dependency are the macro variables in this sense, but they are expressed in
different ways. For the broadcasting market these will be indicated by: a) production of original
domestic content b) market volume, c) language and d) international regulation. The related
difficulties will be presented to demonstrate how in theory there should be differences between

large and small markets.

1.4.1.1 Production of original domestic content

Electronic media content has the same characteristics as public goods: it is non-rival in
consumption and non-excludable. Non-rival in consumption means that it does not matter
whether one person or one million people are audiences to the same content, as the content does
not diminish like for instance a cup of coffee; furthermore the content can be used again and
again. Non-excludable means it is not possible to include some while excluding others from this
good, or rather that no one can be excluded from using the good effectively, for instance people

watching television together can easily do this at the same time.

The problem from a small state perspective is that the cost of production is therefore the same as
in large markets, due to a situation of increasing returns to scale based on the first copy cost of
production. Electronic media content thus has conditions of increasing return to scale; however,
due to distribution, it is possible to make these goods artificially scarce through encryption, e.g.
club goods. But that does not change the problem from the state perspective on the provision of
services in the general interest of society (based on having public good and/or merit good
characteristics). Small markets are thus usually dependent on imports to ensure sufficient

programming to satisfy consumer interest.

The difficulty with electronic media content is that commercial enterprises cannot be certain of
establishing a profitable business on domestic content due to high sunk-costs; thus experiments
on content, unless cheap or with assumed high success rates, will not be provided by the market.
In other words, the private commercial sector will have difficulties in providing diverse, high-
quality electronic media content. For commercial private companies there is a related difficulty
of minimum efficient scale due to increasing return to scale: the broadcasting industry has high
fixed costs due to the good characteristics; the cost structure makes it difficult due to the high
fixed cost relative to the variable costs, meaning that the market structure will tend to be

concentrated, forming structural barriers of entry.
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From a state perspective this is a case of market failure, as the desired genres of quality will not
be privately produced to a reasonable degree. This is because private commercial business has

no incentive for doing so from a profit perspective.

In short, large markets should have higher degrees of AV works production and export potential
due to their larger production sectors; this is especially true of North America and the UK
because of their particular focus and competition on fiction These countries also have an interest
in the establishment of common markets and free trade due to their export potential, while their
small counterparts have an interest in the protection of their own markets. This led to a
controversy between the EU and the US concerning television, when the US claimed that the
EU had violated the GATT agreement in their policies, i.e. the Television without Frontiers
Directive (1989, amended 1997) article 4a on quotas for European works; for further discussion
of this see Filipek (1992).

Quotas are for instance retained in the AVMS directive where the Member States are obliged by
§16 to ensure that “...broadcasters reserve for European works a majority proportion of their
transmission time, excluding the time allotted to news, sports events, games, advertising,
teletext services and teleshopping....”, as well as according to §17 to ensure: “that broadcasters
reserve at least 10 % of their transmission time, excluding the time allotted to news, sports
events, games, advertising, teletext services and teleshopping, or alternately, at the discretion of
the Member State, at least 10 % of their programming budget, for European works created by
producers who are independent of broadcasters.” Within the EU, there continues to be a focus

on securing audio-visual production and access to European works by regulatory means.

Market intervention to secure domestic production is not only present nationally in the
individual Member States, but also present in EU regulation. Intervention usually takes place to
ensure production of domestic [and European] content the argument is primarily related to

cultural products.

1.4.1.2 Market Volume

Small markets have less potential for commercial funding than their larger counterparts,
especially if television programming in the national languages of the smaller countries is taken

into consideration.

Production of programming for a limited audience in a specific language and cultural setting is

costly and might not always be provided by small markets due to high costs. At the same time,
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programmes are available in international trade from both large and small markets, especially

from North America at a lower price than the cost of own-production and co-production.

Smaller markets can at the same time usually only maintain a smaller number of competing
companies, and therefore tend to be more concentrated than larger ones, which can entail an

increased intervention in the market.

Large markets also have a similar line of difficulties to small ones: high quality programming is
costly and might not be profitable; however, foreign direct investment is more likely to be
attracted to large markets. While large markets have more resources available, they also have
the problems of securing nationwide services. Although the market size might be larger, this
also means the amount of competitors increases when there is a potential for profitable

investment.

Certain goods and services will simply not be offered if the language area is too small to be
profitable. This is also in line with the perspective represented by the EC Communication on
broadcasting (2009, pkt. 42) which points out the potential problem of small member states
funding public services: “The Commission will also take into account the difficulty some
smaller Member States may have to collect the necessary funds, if costs per inhabitant of the
public service are, ceteris paribus higher while equally considering potential concerns of other
media in these Member States.” This is further elaborated in note 38: “Similar difficulties may
also be encountered when public service broadcasting is addressed to linguistic minorities or to
local needs”. In short, size is important and has policy implications, due to the relative cost of

public goods being higher in small markets than in large.

This is also where another difference between small markets and small markets with large
neighbours comes into view: they will be treated as being a part of a “large language area”, with
the consequences this entails. In other words, as pointed out above, language cannot function as

protection in the same way for those types of markets.

As such it is possible to argue that there are differences between the provision for large and
small markets. Market concentration is a particular difficulty for small markets as the domestic
market has difficulty in sustaining more than a few competing domestic firms and risks high
levels of concentration, as the domestic companies with a primary domestic focus have
difficulties in achieving minimum efficient scale. This also gives rise to high barriers of entry
(Gal, 2003; Hoshkins et al, 2004) and this becomes a central concern for small markets and
marks important differences between small and large markets where market strength becomes

an important factor.
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1.4.1.3 Small markets with same-language large neighbour

The way small countries react to their lack of independence in the media sector can also differ
from country to country depending on various conditions (Hallin, 2009), but small countries
with large same-language neighbours have a special problem due to language (Puppis et al.,

2009) and are not able to use the same strategies as other small markets can.

Small markets in a specific small language area can protect their electronic media market
through language combined with regulatory measures, as has been the case in the Nordic
countries (Lund & Berg, 2009).

Small markets with same-language large neighbours are not able to use the same protective
strategies. When studying the share of countries such as Austria, Ireland and Switzerland, I find
indications for a higher degree of foreign television penetration which is not normally visible for
similar small countries. Language area becomes a way to distinguish small countries from each
other.

Looking at the Scandinavian countries (Denmark, Norway and Sweden), it can be seen that
while they also have the potential of cross-viewing, it is not as widespread and represents only a

very small degree of the total television consumption.

Another point of concern is the Slavic languages in Eastern Europe"ﬁ: although somewhat
similar, they are still different (somewhat as in Scandinavia, but with more variations). Small

markets in larger language areas thus face other challenges than their other small counterparts.

The cross-viewing in Switzerland, Austria and French-speaking part of Belgium, where
protection through language and subsidised high levels of national production are not sufficient
to secure the domestic market, makes different strategies to those used in other less vulnerable
xiii

markets necessary, especially because of the dependence of public broadcasters in Austria,

Ireland and Switzerland on advertisement revenue.*" Language can in this way influence the

degree of vulnerability of a small market.

1.4.1.4 International regulation

Small states have less potential for exerting pressure in international relations due to their
smaller markets and vulnerabilities; on the other hand, their large counterparts are more able to

do this, with an example being the pressure from large markets and international organisations
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for the liberalisation of the media markets in the EU, WTO and GATT (Hesmondhalgh, 2002).
This is a beneficial situation for the large media markets with a developed content industry
which can export the products, but the usually less developed industries in smaller markets face
some difficulties in this respect. Filipek (1992) indicated this by the conflict between the US and
the EU, as pointed out above.

The challenge of international regulation is that the effects — adverse and beneficial - are not
always evident when introduced. Often there will be a positive effect of the regulation, but there
will almost always be a negative side effect as well. The challenge lies in the evaluation of the
positive versus the negative effects. Increased liberalisation of cultural markets internationally

might help increase competition, but at what cost to national cultural production?

1.4.2 Small versus large summarised

Size is related to national conditions in the markets and state regulatory measures. All the points
made on size which has been presented above are related to the differences in market conditions
between large and small markets. The literature indicates important differences between small
and large states in potential media company conduct and thus national interest, when it is taken
into consideration that the media has a central role in modern life where its news and debate
function fulfils the role of providing an arena for public debate between politicians and the
public, but also for securing different types of entertainment and cultural content (Hutchison,
1999). In the table below the main differences between small and large market are presented

briefly.
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Table 2: Differences between large and small markets

Large Market

Trade Higher  degree  of  self-
sufficiency and less dependence

on international trade.

Small Market

Open economy dependent on international
trade and less potential for self-sufficiency.
Risk of high degree of foreign media
ownership and penetration

International
regulation

More weight in international
politics, e.g. trade issues in for
example WTO.

Less weight in international politics, special
problem in terms of resisting pressure of
opening AV markets.

External
shocks

Less influenced by international
political and economic
fluctuations. Potential for less
dependency on trade, more
resistant to external shocks and
more able to influence
development (internally).

The dependency on trade and open economy
yields increased vulnerability to external
shock through international political and
economic fluctuations. More vulnerable to
increased globalisation and less able to
influence development due to a) by-passing of
national regulation or b) liberalisation.

Economies
of scale™"

Higher potential for economies
of scale, due to large audience
and advertisement markets,
potentially leading to lower MC
in media production; and higher
potential for exports and for
targeting neighbouring
countries with domestic
channels to increase revenue
flow.

Lower potential in benefiting from economies
of scale as limited by small audience and
small advertisement market, leading to higher
MC in media production. Risk of
advertisement and cable relay revenue flowing
towards foreign commercial media companies,
due to foreign penetration. Difficulty for small
domestic media companies in reaching
minimum efficient scale if based on domestic
markets alone.

Diversity Potential for higher diversity
due to larger market size; the
larger the revenue streams the
higher potential for profit, and

thus investment into the market.

Risk of less diversity due to small market size
with possible low potential for profit; main
concerns are not necessarily diversity in terms
of programmes, but domestically produced
programmes.

Competition More competitive broadcasting
markets due to increased
revenue, e.g. higher potential
for profitable pay niche-
channels, especially pay

channels.

Potentially less competitive broadcasting
markets, higher industry concentration, higher
entry barriers. Problem if foreign channels
massively target the nations, if there is interest
in a domestic perspective on informational and
cultural programmes in particular.

Public
goods

Higher  potential for the
provision of public goods and
for some of these goods if they
are independent of a number of
uses, such as broadcasting,
entailing lower costs for
providing these types of public
goods.

Lower potential for the efficient provision of
public goods (especially security and defence),
and for goods with high fixed costs, such as
broadcasting, where the provision is
independent of the use, entailing higher
production costs and smaller domestic sales.
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Summing up, I can argue that markets with a small population involve less potential for profit.
Furthermore, they face problems of self-supply in terms of programming and thus require
imports. A primary problem for small markets is the lack of an audio-visual industry. Whereas
the large markets can to a certain degree expect informational and cultural programmes to be
produced, small countries will usually have to secure such programmes by investing in the
industry and adapting their markets by using different strategies.

Vulnerability due to openness of economy, lack of resources and the necessity of imports leaves
the media markets vulnerable if left unregulated. The small markets also face problems in terms
of diversity, not necessarily in numbers of channels, but rather in programme supply. They also
risk the late introduction of new technology, due to lack of incentives for such innovation, and
they may also face problems in terms of language; small languages can on the one hand be
beneficial in protecting the media market from foreign influence, especially if well regulated,

but there is still the problem of sufficient high-quality domestic production.

On the other hand, if a small market has the same language as a large neighbour, especially if
there is regional extension, then it risks being considered a secondary market for that
neighbour’s media activities, and this can potentially challenge its cultural identity because of
foreign media dominance. In other words, language can either protect or harm small market
media markets. Large broadcast markets are bigger in terms of available consumers and thus

encompass different possibilities than small.
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Table 3: Summarising differences between large and small markets

Large

Small

Support a higher degree of private

commercial channels;

Cater for niche-audiences
commercially due to a higher number

of consumers;

Faster introduction of new technology

and services because of higher

potential for return on investment;

Drive towards increased concentration
due to media characteristics, but to

some extent because of critical mass;

Higher cost to secure provision of

regional services;

Higher cost to secure and establish

universal coverage.

Less potential for providing domestic

programmes through private

commercial broadcasters;

Higher cost for catering to narrow

audiences with domestic programmes;

Company difficulty in achieving
minimum efficient scale when not

internationalised;
Risk of being highly concentrated;
Later introduction of technologys;

Lack of
universal coverage, e.g. penetration,
the

incentives to establish

unless infrastructure is easily

accessible;

Higher

media companies to introduce niche-

potential for international

channels, utilising economies of scale

and scope (e.g. Discovery, CNN,

Animal Planet).

From a state perspective, there are several difficulties related to size as 1) there is a limit to how

many competing companies can operate within each market depending on size and 2) small

market firms risk problems of achieving sufficient scale; this is primarily the case if focus is on

the domestic market. This leads to limits in the small market tendencies of being a) highly

concentrated; b) having few domestic players and usually comprising small market structures of

duopoly or oligopoly; ¢) high cost of producing original content in a range of genres and d)
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imports are necessary. These are some of the challenges which could be identified in the

analysis and will be studied more in depth in chapter 2 Media market characteristics.

Basically this can be divided into limited market volume and content as well as limited market
competition, which should be especially evident in a comparison between small and large

markets.

1.5 Research design

Analyses of the influence of size are done by using a comparative design consisting of both
small and large markets. The approach is variable oriented and at the structural level. The
structural level is necessary to substantiate if size has a general influence in Europe. The applied
method is comparative methodology using mainly analysis of quantitative data and desk
analysis. This is supplemented by statistical analysis of the relationship between size and the
dependent variables consisting mainly of multivariate regression analysis. Desk research is
analysis of markets based on already existing material collected by others: either consultancy
companies, governments, UN organisations or by interest groups in the field — so called

secondary data.

Most data in the thesis is from secondary sources. A single exception is that one set of data has
been established for the purpose of the thesis using a set of data from Eurodata TV on TV
channel audience share, combining this with database searches, studies of annual accounts and
regulatory authorities on the ownership of the individual channels in the included markets. This
led to the construction of a new set of raw data for use for the analysis in chapter 5, not available
elsewhere, presented in appendix D. Please note, however, that the research has been discussed
at length with people in the industry: public service broadcasters, and people from regulatory
authorities — in addition background interviews have been conducted with people from the
Danish public service broadcaster, the EBU office in Brussels, representatives of the

Scandinavian public broadcasters and the BBC.

The research on the influence of size is divided into two analytical chapters 4 and 5, each based
on researching one of the hypotheses. Chapter 4 focuses on investigating the first hypothesis on
differences of size based on market volume and original content. Chapter 5 focuses on
investigating the second hypothesis on the difference of size on market competition. Studying
these areas enables a broad and in-depth perspective on the influence of size on TV media

markets.
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Each analysis is meant to help identify the effects of size at the structural level. In addition
market intervention using public broadcasters or other regulatory measures will be studied in
both as part of the discussions. Language will mainly be taken into consideration in the
investigation of the second hypothesis where there will be special emphasis on small markets

with same-language large neighbours.

The empirical investigation of the first hypothesis on the market volume and original production
is related to the conditions of critical mass and thus scarcity. The indicators used are TV market

volume and provision of original domestic content:

e TV market volume will indicate if and which differences there are between large and

small markets and how market size influences the market defined both by the aggregated
and the individual sum of the three primary revenue streams (advertisement, subscription
and subsidy). This is a critical mass and scarcity type of analysis, where the level of
public subsidy will be a factor that could differentiate the markets, and thus change the

rules of the game.

o Production of original domestic content covers the dilemma associated with the

production of public goods, where a traditional assumption is that the larger the market,
the more capable it is of providing such services. The reason for entering original
domestic content is due to the difficulty of collective financing and free-riding. This is

also a critical mass and scarcity type of analysis.

The indictors can be used to establish an overall idea of the influence of scarcity conditions

under small market conditions.

The empirical investigation of the second hypothesis is subject to questions on market
competition and thus dependent on market intervention practices influencing the barriers to

entry. The indicators used are competition, market concentration and language:

e Competition will show the difference between the domestic and international actors and
substantiate the influence of pan-European and global conglomerates vis- a-vis domestic

companies.

® Market concentration will show the overall competition in the markets, i.e. if the small

markets are more or less concentrated than their large counterparts. Market concentration

is measured using: a) concentration ratio using the combined share of the one to six

40



largest TV companies and b) concentration using the Herfindahl-Hirschman Index
(HHD).

e Language is important as it can function as a measure to increase or decrease barriers to
entry. Small markets with a large same-language neighbour will be especially subject to
this, and therefore there could be differences between small markets with and without
such a condition. Small markets with large same-language neighbours are expected to
face conditions equal to those of the large markets. This is because language facilitates
the ability of the commercial players in the large markets to perceive small markets with
the same language as an enlarged part of their own, especially if these are regionally
extended.

The indicators should help establish if the competitive conditions are different in small and large
markets, as well as help establish the effect of being a smaller country with a same-language
larger neighbour.

Combined, these analyses should give new insights into the influence of size, as well as the
influence of market intervention practices. The analysis should enable a broader and more
reasoned perception of how size affects the TV market than is currently available within media

studies. The figure below shows the perceived influence of size based on the design.
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Figure 1: Analysis of the structural influence of size.
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In summary, this analysis should show differences in the markets based on which I will be able
to establish if and how size is of importance at the structural level. This is based on
considerations of critical mass and scarcity conditions. Consequently, the analyses should enable
a more coherent perspective on the policy implications posed by size and the consequences this

has for public policies in small and large markets.

The concrete method of measuring size and the dependent variables is presented in more detail

in chapter 3.3, measuring the influence of size

The results of the analysis should enable a more comprehensive picture of the influence of size

on the markets included.
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1.6 Structure of the thesis
The research thesis consists of six chapters and two résumés (one in English and one in Danish)

and is structured in the following form:

Chapter 2: Media market characteristics: In this chapter the initial theoretical argument as

presented in the introduction is described in more detail, based on a discussion of the
characteristics of media content goods, i.e. the characteristics of these particular types of goods
(public/club good, merit goods, increasing returns to scale, minimum efficient scale and market
failure). Concluding the chapter is the mix of consideration which lies inherently in the

dissertation argument on the challenges of television markets.

Chapter 3: Methodological approaches: In the methodological chapter the selected approach is

presented along with the arguments against and on behalf of comparison. The advantages and
disadvantages inherent in comparative methodology are presented and discussed. The pitfalls of
empirical cross-market comparison are presented and related to the particular concerns of this
dissertation. Furthermore the concept of size applied is defined, followed by the concrete
empirical approach of measuring market volume, production of original domestic content and

market competition is presented.

Chapter 4: The influence of size on market volume and production of original domestic content:

This chapter explores the logical side of the size argument on scarcity by identifying the
difference in small and large market volume and originated production. A potential typology of

size varieties is also investigated, followed by concluding on the argument.

Chapter 5: The influence of size on market competition: This chapter investigates the influence

of size on conditions of competition in television markets. This is also where the influence of
state intervention in the market should become particularly evident. The analysis is done by
studying public vs. private competition, penetration of foreign television channels, market
concentration and ownership. Combined, this should establish the relationship between size and

the competitive conditions in the sample markets.

Chapter 6: Conclusion: This chapter concludes the empirical investigation into size, as well as

the relative policy implications for the European TV markets.
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Chapter 2. Media market characteristics

2.1 Introduction

This thesis revolves around the research problem of documenting and analysing how size
matters for television markets in Europe in order to discuss potential policy implications. I have
formulated two hypotheses on the influence of size based on considerations of critical mass
(scarcity). The theoretical reasoning is that the influence of size is a consequence of small and
large markets being subject to similar market and content good characteristics, which in effect,
due to differences in size, leads to different market conditions. The consequences of size for the
media therefore lie in the inherent traits and distribution of the media content goods and media
markets. From a policy perspective this means that similar policies for dissimilar markets can

result in unintended effects.

Using the inherent traits and distribution of the media content goods and media markets I will
present and discuss how the media markets are challenged in both large and small markets how
this leads to difficulties in ensuring that original content caters for democratic, cultural and
social needs. This is especially an issue in small markets, but particularly critical for small
markets with same-language larger neighbours. Due to the public good characteristics and
increasing return to scale, the financing of public goods is more difficult for small markets than
large: this generates difficulties in terms of securing original production as they have to achieve

minimum efficient scale to function profitably.

In this second chapter, I will look into media market characteristics, as well as the related
difficulties. First the public goods characteristics of media content will be presented, followed
by a discussion of merit goods in relation to government intervention, then the issue of
increasing return to scale for media content and market characteristics is presented; afterwards
the difficulty related to minimum efficient scale is introduced, followed by a short discussion on

market failure. Lastly the challenges of television are summarised.

2.2 Public good characteristics
This chapter introduces the characteristics of public goods in relation to electronic media content

and the challenges of such conditions.

Electronic media content has the same characteristics as public goods. They are non-rival in
consumption, and non-excludable, meaning that it does not matter whether one person or one

million people form the audience to the same content. This stands in contrast to private goods
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being rival and excludable (Samuelsson, 1954, 1955 & 1958; Buchanan; 1967 & 1975; Ostrom,
1990).

Overall, however, it is possible to distinguish between four different types of goods based on
these considerations of commodity characteristics being rival or non-rival and excludable or

non-excludable:

Table 4: Commodity characteristics

Types of goods Excludable ‘ Non-excludable

Rival Private Common resources

Artificially scarce goods/
Non-rival Public goods
Club goods

Samuelson (1954; 1955; 1958; 1959) defined a particular set of goods as public goods, which
due to inefficiency should be provided by government. He used broadcast television as an
example to contrast a discussion in the FCC on whether to allow cable pay-television by
applying the issue of non-rivalry. The distribution of television was made into a debate between
Samuelson and Minasian (Samuelson 1958; 1964a; 1964b; Minasian; 1964a; 1964b); see also
Buchanan (1967) on the discussion as well as Samuelson’s reply (1967). Samuelson’s (1954)
paper focused on the issue of rivalry and non-rivalry in consumption, as well as the
characteristic of non-excludability. Buchanan points to the issue of club goods and thus links in
the issue of excludability of non-rival goods (1965) which is in line with Musgrave’s perception
and as such bridged the gap between public and private goods (see also Buchanan, 1968). For
the common good characteristic difficulties see Olstrom (1990), and Hardin (1968) for the

tragedy of the commons.

Mixed goods were also characterised (for instance by Musgrave (1969)) by pointing out
externalities which could combine characteristics of private and social goods, in the sense of
some goods being more meritorious than others in terms of whether the market would be able to
provide enough demand for a particular good of this type through consumer demand, or if

increased supply should be provided by government. For a general introduction and discussion
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of public goods theory, both historically and theoretically, see the volume on Providing Global
Public Goods edited by Inga Kaul (2003).

The basic premise is that a media content good is non-diminishable as a consequence of non-
rivalry in consumption. However, through distribution, the characteristic of non-rivalry in
consumption can be combined with either excludability or non-excludability; in other words,
either a club or a public good. It can be argued that the characteristics are that of a public good,
but they can change according to distribution; for instance news when distributed functions like
a club-good in terms of access to that particular perspective on a news story; however, the good
can easily be applied to a platform online or a newspaper and thus lose the club-good

characteristic (not taking copyright into consideration).

A point to make first is that it is not mainly the distributive mechanisms which are challenging,
but more that the electronic media content have the same characteristics and difficulties as other
types of creative works combined with the increasing returns to scale and cost of production
being independent of consumption. In other words, it is a move from the original arguments on
public goods to a discussion of the characteristics of the content good where the main focus is
on non-rivalry conditions in combination with either excludability or non-excludability. In
game-theory, the difficulty of private market public good provision is linked to the prisoner’s
dilemma as presented below.

Table 5: Private provisioning of a discrete public good

Consumer 2

Buy

Do not buy

Buy -50,-50 -50, 100
Consumer 1

Do not buy 100, -50 0,0

Source: Varian, 1992: 417

The principle here is that each consumer can choose whether or not to buy. What is important is
the willingness to pay privately for a public good with a reduction of income for use in other
consumption. The difficulty is that it becomes pareto optimal to provide the discrete public good

if the consumer’s willingness to pay exceeds the cost of provision. The problem is that while it
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would be pareto efficient to provide the discrete public good, the dominant actor strategy would

be to free-ride, and thus the good would not be provided.

Consequently, the result of this type of game is the non-provision of the good that would have
been efficient if provided (Varian, 1993). As pointed out by Varian (1993:425), the difficulty
when dealing with continuous provision is that: “the efficient level of the public good is
determined by the condition that the average willingness-to-pay must equal the average cost”;
however “if the median consumer wants the same amount of the public good as the average

consumer, the amount of the public good is provided by voting will be efficient”.

The free-riding difficulty is in essence what is established when an agent cannot be excluded
from consumption, as this will raise the question of incentive to buy versus the incentive to
benefit from others’ costs. When non-excludability is in play, single rational actors have no real
incentive to purchase. The difficulty for broadcasting in this case is one of decreasing average
cost on the one hand, but also the need for continuous provision on the other, as public goods
within broadcasting are a continuous game. The problem of provision is thus a type of market

failure.

Failure by existence is the direct implication where the characteristics of public goods are
present. Bator states this in the following way (1958): “there does not exist a set of prices
associated with the (perfectly definable) bliss point, which would sustain the bliss configuration.
The set of prices which would induce profit-seeking competitors to produce the optimal bill of
goods, would be necessarily inefficient in allocating that bill of goods. Moreover even
abstracting from production, no single set of relative prices will efficiently ration any fixed bill
of good so as to place the system on its contract local, except in the singular case where at that
output and income-distribution MRS’s of every individual are identically the same (or Zero for

all but one). There is failure by existence”.

The difficulty for the TV media is that programmes are indivisible and the variable costs are
equal to zero, equalling zero marginal cost. In other words, the price of adding another person to
the audience is zero. The costs of production are as such sunk and make producers face the
difficulty of free-riding, as well as having to establish ways of spreading the cost through

collective funding, either through advertisement, subsidy, subscription or PPV.

There are externalities related to the non-provision of media services if these are not made
available on the market, as well as if the market is left unregulated. Media content goods are

interesting as they in principle bear the characteristics of a global public good on the one hand

47



(Kraul, 1999) and a club good on the other (Buchanan, 1965) when combined with a neo-

classical market definition taking market size in terms of geography into account.

To conceptualise this: the same soccer match can be broadcast to the entire world and as long
the viewers understand the rules of the game, the audience is able to understand what happens.
However, taking culture and language into account changes the good characteristic from non-
excludable to excludable within a specific linguistic (and cultural) area. A specific piece of
drama, regional news, national history and other programmes made for a specific cultural setting
or language are not per se usable for another cultural or linguistic setting. While dubbing is
easily applicable, changing from one language to another first of all imposes extra costs
(increased transaction costs), and it also does not ensure that the programme is understood, nor

perhaps even liked outside its cultural context.

The challenge of media content and market characteristics in relation to commodity
characteristics have now been introduced and will be followed below with a presentation of the

argumentation behind merit goods.

2.3 Merit goods

Following the discussion of public goods, it should be realised that this has changed into a
discussion about the characteristics of specific types of commodities more than a question of
state provision, but also that this does not in any way encompass all goods regulated by the
state. This is where the question of desirable and undesirable goods and consumption enters the
picture. When discussing such concerns I in a way leave micro economic theory, but in principle
a question of cost-benefit for society remains. In order to conceptualise this I have to use the
concepts presented by Richard Musgrave in his work on the Theory of Public Finance (1959);
Fiscal Systems (1969); Public Finance in Democratic Society — The Foundations of Taxation
and Expenditure (2000) as well as Musgrave & Musgrave on Public Finance in Theory and
Practice (1980).

The particularity of the question is that merit goods are goods which could be provided through
private markets, but which are provided or subsidised by budget finance for various reasons
(Musgrave, 1959). The argument in principle concerns debates on the social characteristics of
goods, and the questioning of their particular desirability and undesirability, meaning evaluation

of particular good merits or demerits in society.
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As argued by Musgrave (2000): “The distinction between private and public or social goods
arises from the mode in which benefits become available, that is, rival in the one and non-rival
in the other case .... As a result, conditions of Pareto optimality differ, as do the appropriate
mechanism of choice. But whether met through market or political process, both choices and the
normative evaluation of outcomes rests squarely on the premise of individual preference.
Consumer preference is taken to apply to both cases. The concept of merit (or for that matter, of
demerit) goods questions that premise. It thus cuts across the traditional distinction between
private and public goods. ...issues which do not readily fit into the conventional framework of

micro theory as based on clearly designed concept of free consumer choice”.

The discussion revolves around choice, but not only consumer choice; it also includes the

relation between consumer and state, and the interest in the regulation of consumer choice.

Table 6: Additional social characteristics

Good types with social characteristics

De-merit Non-merit Merit

Public interest and consumer choice can differ, should there be free consumer sovereignty with
market provision of all goods viable for consumption. Resources should be allocated according
to consumer demand, as per individual preference. In contrast to this, there are also public wants
considered meritorious or de-meritorious by government (most likely a majority in a democratic
society, but probably not always so), which directly interfere with free consumer sovereignty in

an attempt to either further or limit consumption.

In short, the state intervenes directly into consumer choice in order to change patterns of
consumption. Even though these types of services could in general be provided by the market,
the state intervenes to encourage or discourage usage (Musgrave, 1959; 1969). What is at stake
here is conflict between public and private wants, where a group which presumably consists of a
majority, but is potentially an elite, attempts to change consumption patterns. As argued by
Musgrave & Musgrave (1980): the “issue of merit goods, dealing with situations where it may
be questioned whether the basic premise of individual preferences offers an adequate

framework for public sector analysis” .
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The critics of public goods and the concern of market failure base their stance on the problem of
state intervention by arguing on behalf of consumer sovereignty and that the market could and
would have provided the service; but does that mean that we should have a channel carrying
child pornography if there is a demand for it? Should we allow all types of content for all age-
groups? What happens when the consequences of a choice have consequences not only for the
individual consuming the goods, but potentially for society as a whole or which indirectly harms

another individual?

A study of regulatory practice and EU legislation indicates that intervention to limit what is
considered harmful is something which is done quite often. The Audiovisual Media Service
Directive (AVMS) for instance allows restricting the broadcast of unsuitable content (article 2
(4)-(6)) and protection of children from adult content (article 12).

There can be various reasons for government regulation and it can be utilised in different ways.
Musgrave points out (2000) that we can distinguish between a) pathological cases, b) rule of
fashion, ¢) community preference and d) paternalism. When discussing broadcasting content we
primarily focus on community preference, where this can be perceived as a result of historical
processes of interaction with somewhat common values. As pointed out, we can expect the
private commercial broadcaster to cater for services of general consumer interest and to an
increasing degree to niche-interest, but content produced in a particular societal setting remains
costly, especially for small markets, where high-quality programming of both informational and

fictional genres will not be provided by the market alone.

We are really discussing conditions in which the state substitutes individual choice by that of the
collective by introducing regulatory measures to either deter or encourage consumption. In
principle, we are referring to prohibitions or other types of penalising such as extra taxation for
specific de-meritorious goods, while there might be established policies subsidising either

partially or completely goods considered meritorious (Musgrave, 1969).

As noted by Musgrave (1959:85), this entails that “Policies to provide merit goods, or to deter
the provision of de-merit goods, cannot be explained in terms of our earlier approach to social-
goods theory. Although the approach calls for the compulsory acceptance of the voting decision
and involved some interference with minority views, such interference is not accidental but the
very purpose of public policy. The existence of merit goods thus defined may be taken to
suggest that our society, which considers itself democratic, retains elements of autocracy which
permit the elite (however defined) to impose their preferences. Or, it may be interpreted as

adherence to community interests of values by which individual preferences are overridden.
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Either explanation contravenes free consumer choice, the otherwise accepted principle of

resource use”.

This actually brings me back to the question of market failure on whether economics are
sufficiently based on private consumer interest, where it has to be argued that in a world of
states, this is not the case: it might be the case of coercive power changing allocation of
resources and thus patterns of consumption for either better or worse, but this does not change
the fact that in a world where politics, normative belief and uncertainty exist, there will always

be an attempt to change patterns of consumption for various reasons.

This also means that if I apply pure economic logic of the market alone, the logic of public good
characteristics will not be sufficient to underpin the argument for Government intervention; only
when this logic is combined with the logic of merit in the service of the public interest can we

begin to establish arguments coherently and related to actual empirical practice.

Below the characteristics for media content and media markets is studied using the discussions

on increasing returns to scale to reinforce the additional challenge for media content.

2.4 Increasing return to scale

In general, we can distinguish between three types of scale: constant, increasing and decreasing.
Traditional trade theory is based on constant returns to scale, where there are potential efficiency
gains by economies of scale available through specialisation. Notable examples are the model of
comparative advantages by Ricardo (1817), further developed by Dornbusch, Fisher and
Samuelson (1977) and Heckscher and Ohlin (Heckscher, 1919; Ohlin, 1933). The line of
thought is that through specialisation and trade, it becomes possible for nations to increase
efficiency, more so than by producing domestically. This means that free trade is beneficial as it
on the one hand creates value for both parties and thus results in gains, and on the other there is

an opportunity cost involved in not taking advantage of it.

For electronic media content we have increasing return to scale, or rather - in a way - the lack of
a constant return to scale. This is because electronic media content carries characteristics of
public goods as content comprise works of creativity. This leads to increasing returns to scale
with conditions of consumption being independent of consumption. Under conditions of
increasing return to scale, there is no competitive equilibrium: in other words, there cannot be
perfect competition. The difficulty is that the production function for increasing returns to scale

implies that the average cost curve associated with the point of production is sloping downward
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at the level of output; as such the curve for marginal cost lies below the average costs (MC <
AQ).

In the case of media content, free trade leads to all producers offering their programmes and/or
formats to a world market with no real increased costs (besides securing non-infringement of
their rights). With little extra cost other than marketing and distribution, they have an incentive
(like all others) to increase sales, but under a condition where selling does not limit their ability
to sell the exact same product again for use in another territory (or in some cases even in the

same territory).

Electronic media content is a case in which marginal costs can become less than the average
costs of production. Average cost (AC) equals total cost (TC) divided by the quantity (Q)
produced, i.e. produced units of a particular good for consumption, = %C . Marginal costs
include the cost of adding the next unit. Marginal cost (MC) is the effect of change in TC when
the Q changes by 1. In other words, the MC function is an expression of the derivative (d) of
TC, MC = %. The problem of increasing returns to scale is that in relation to cost of

production of media content, the cost of adding 1 audience unit of consumption is equal to zero.

This is related to the high sunk-cost/fixed-cost of production with cost of production being
independent of consumption, i.e. should the production only be seen by one person, the cost of it
remains the same even if we change the number of viewers to one million. Cost is related to the
level of audience which is able to watch, meaning that the more we are able to spread the costs,

the lower they will become.

In short, we have a condition where costs are declining when consumption increases (declining
cost per unit). This makes producing programming for small markets inefficient if it is primarily
interesting for the domestic market, while it becomes increasingly efficient as the market
increases in volume. It is demand dependent, and what limits the company is the extent of the
market. Under these conditions, we enter a market in which no single company is able to
become profitable under a case of perfect competition. Under these conditions we operate in an
imperfect market (Begg, Fischer & Dornbusch, 2005; Varian, 2003 & Stigler, 1951).

The difficulty with electronic media content is that commercial enterprises cannot be certain of
establishing a profitable business due to high sunk-costs; thus experiments on content, unless
cheap or with assumed high success rates, will not be provided by the market. In other words,
the private commercial sector would have difficulties in providing diverse electronic media

content of a high quality. From a state perspective, this is a case of market failure, as the desired
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genres of quality will not be sufficiently privately produced, because of a lack of profit incentive

for the private commercial businesses.

To exemplify: we first produce a children’s series, for example, for a television audience; if it is
successful we can re-run it, sell it to foreign stations or on DVD, sell the rights to use the
characters and so on, thus utilising economies of scope. We can continue to do this until there no
longer is a consumer demand, and we can do this without having to produce the original work
again. Furthermore, we can keep up interest by continuing the series to generate more attention.
One example is Thomas & Friends (formerly Thomas the Tank Engine) which has now been
aired for more than 25 years with ten different seasons. While the cost of production is a sunk-
cost, the revenue will likely have a long tail as new generations of children find the engine
interesting. The important aspect of media content is the first copy cost of production, which

does not have to be repeated for that particular piece of work.

In other words, in order to conceptualise the world market of television, we need to understand
that rights are sold, and furthermore that some markets appear to be more specialised than others
within the audio-visual industry. When it comes to fiction production, good examples of this
would be Hollywood and Mumbai. This brings the difficulty from the small markets to the
international market: large markets have the potential of exporting to a greater degree than their
small counterparts, but this is again related to culture and linguistics. AV-products are also
cultural products, meaning that exports for some nations are from a limited range of produced
content. Small markets have a problem in this regard, with the exception of specialisation in

formats where the concept is sold for reproduction.

Large markets thus have an advantage based on a higher amount of production as well as the
potential of a bigger market. A large market such as the US has the potential of applying fast
failure when testing shows for an audience. If the ratings are bad, the show can be cut: the faster
it is deemed a failure, the better, as it means lower costs and thus less loss of revenue; in other

words, continuation would entail opportunity cost.

On the other hand, if a show is a success, it can be syndicated and economies of scope can be
applied, potentially worldwide. Successful examples include Beverly Hills, Friends, Seinfeld
and SpongeBob SquarePants. SpongeBob SquarePants alone represents an annual $8 bn.

merchandising franchise (Advertising Age, 2009).

For commercial private companies there is a related difficulty of minimum efficient scale due to
increasing return to scale: the broadcasting industry has high fixed costs due to the good

characteristics, and the cost structure makes it difficult because of the high fixed-cost relative to
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the variable costs, meaning that the market structure will tend to be concentrated and therefore
will form structural barriers to entry. Minimum efficient scale will be introduced and discussed

below.

2.5 Minimum efficient scale

This characteristic is based on the assumption that there is a lower limit for market concentration
depending on market size on the one hand, and optimal company size on the other. The lowest
concentration margin is a condition in which competition is the hardest possible, and all
companies have exactly the optimal size (Sutton, 1991, 1998). Sutton distinguishes between two
types of industries based on where competition is mainly on price and where conditions of

research and development are important.

There are differences between industries in the sense that if minimum efficient scale is relatively
small compared to total market size in bakeries for example, while industries like electricity
production and telecommunication have high minimum efficient scale due to high ratios of fixed
cost as compared to variable costs, under such conditions the market tends to be dominated by a
few players. This is especially true where there are conditions of natural monopolies with the
average cost curve falling continuously for large ranges of output. In such conditions, only one

or a few competitors might be available, leading the market structure to monopoly or oligopoly.

In terms of the media, this characteristic poses an interesting difficulty or in a way a policy
paradox, by stating the question: Do we have to take public interest into account? If not, should
we allow that competition is based on primarily foreign produced content, especially in small
markets? In order to conceptualise this we have to take into account the market boundary. In the
case of the traditional mass-audience dual market model between advertisers and audience
(usually with distributors) within a national market, this is not an issue, even if there are
international distributors and advertisers. However, when introducing the media content good, it
becomes more important: content is not a “fest card” screen on the tv, or at least there would
be little audience for such content; it is as such a work of creativity (commercial or non-

commercial).

The problem here is that the public good characteristics of media content make it possible to
claim that there is a world market for rights and existing media content which can be purchased
and shown for a specific period within a given market. This, combined with the increasing
return to scale issue, makes it difficult to ascertain that the companies in the market will produce

the content deemed in the public interest by the individual state; instead, it would be more
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prudent to assume that television companies will purchase cheap foreign production on the one
hand and proven formats on the other, which could then be produced to fit the national cultural

context.

In such a situation, we must refer to the difficulty of securing production of original domestic
content. In a market where there is an abundance of creative works which can easily be
purchased to show for a period of time, why should a domestic company choose to do anything
else? An easy answer would be that the audience prefers domestic television, which is the case
empirically (see Eurodata TV, 2009), and that the companies are dependent on the audience
watching their packaged content. If they did not, then services would not be offered for long.
However, they would still face the difficulty of financing new productions, which could then be
done at the lowest cost possible. The point here is that in a small market without state regulatory
protection and/or public subsidy, the level of domestic production would be low or would

probably consist of a combination of repeated domestic production and foreign programmes.

This leads to a second difficulty, which is derived from company size: the larger the media
company, the more able it is to cope with production failures which do not attract a sufficient
audience. Separately, this also emphasises why size for a company is necessary to enable
utilisation of scale by for instance securing channels in a number of nations to ensure the
improved use of their own productions and rights, as well as using the potential of bundling
rights to nations. Company size enables more efficient utilisation of economies of scale and
scope in this instance, which at the international level can secure profit based on multiple

markets, while those based only on single markets will face problems (unless aided by the state).

2.6 Market failure
Size in effect due to economic conditions can give rise to market failures for domestic
broadcasters and thus lead to intervention due to public interest. When it comes down to it, the

important factor remains the relation between state, market and civil society.

Coase (1992) argued that in cases where the transactions costs for government are lower than for
the market, state solutions offer more advantages. As pointed out by Hahn (1982), it remains to
be questioned whether government intervention is desirable and less damaging than market
failure. Keeping this in mind, it should be pointed out that there is no certainty that government
provision will be more efficient than private (Holcombe, 1997), but evidently there is an
incentive problem. It should be noted that any decisions on provision in terms of the electronic

media can have a relation to the fear of monopolisation of ownership, or more accurately, the

55



prospect of a few people in control of the primary media: the situation of Berlusconi in Italy and

Murdoch’s News Corporation are cases of concern (Hutchison, 1999; Doyle, 2002).

What the critique of market failure theory and public goods tells us is that

a) State involvement is not per definition necessary

b) The actual cases where both non-rivalry and non-excludability are available are few- to
non-existent, as excludability can almost always be established

c) There is a choice of distribution system, meaning that private operators could also

provide goods

But what I find more important is:

a) There are conditions where it is not business as usual, where the traditional economic
approach risks leading to adverse effects

b) That while it is possible to exclude, this does not mean that there should be established
exclusion

c) That rivalry matters, as the same cup of coffee cannot be used twice, but media content
can be used more than once; and while the second time a particular audience watches the
programme the experience might be inferior to the first, the content remains in existence

for usage as reruns where it might be of interest to a new audience.

What I have identified is a version of Shapiro and Varian’s (2003:50) statement that information
goods are "costly to produce but cheap to reproduce”, where this is the basic premise
underlying the problem of size as a consequence of the critical mass requirement. This means
that what I discuss are mechanisms of choice. For the market, the combination of population and
economy should show the same mechanism in countries if they have the same relative
conditions, which for this dissertation would be small population, small economy or large nation
and so on. These mechanisms are, however, dependent on the state-market relationship. The
conditions do not change the fact that broadcasting content, after it has been produced, is non-

rival and can be either excluded or non-excluded, with this choice being related to funding.

To understand government intervention [and public broadcasting principles] I have to include

the merit argument, and argue on a public merit good reasoning instead of public alone. In short,
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I have to bypass the argument that the individual consumer knows what is best as I have to
consider public interest as well. This opens a separate question of community/public versus
individual interest, but when operating with state interest, the community/public interest
supersedes the interest of the single individual. Can we choose to adhere to the principle of

consumer sovereignty as argued in micro economic theory, or not?

When presented in this way, it becomes an either/or question, but what is needed is to include
the concerns about externalities, and the media content commodity does carry particular
characteristics which require attention to secure provision. So the market versus state tension is
also an individual versus community/collective tension where the question of merit becomes
increasingly relevant, as the state has an interest in ensuring its continuation. The problem for
the media market can be presented like this:
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Table 7: Media market characteristics of interest

Media Commodity

a) Idea based commodity, which has to be
produced

b) Either non-excludable or excludable depending
on mechanism of distribution

¢) Non-rival

d) Increasing return to scale

e) Cost of production is independent of
consumption; e.g. first copy cost of production
is most important

f) Commodities have longevity; they can be
shown in different places at the same time and
repeats are possible

g) Risky business as high production costs
combined with low potential of predicting
relative success, e.g. economies of failure

h) Potential of franchise/merchandise if sufficient
interest is attracted

This commodity has to be produced based on an idea for
a programme, which means that I have to distinguish the
conditions before and after production

Before production: first there has to be an idea for the
content which has to be produced. This establishes a
high cost of production due to the needed combination
of equipment and personnel for a certain quality. The
high cost presents the difficulty of funding as the
success of a particular programme is an unknown and
thus becomes a risk when not all genres and services
will be catered for unless funding has been secured
beforehand, meaning that not all risks will be taken.
Content is based on an idea or a particular presentation
of reality depending on the type of genre; sports in this
way become an exception.

After production: media content carries characteristics
of non-rivalry when produced; it can have longevity and
an average declining cost due to the cost of production
being independent of consumption. The commodity
characteristics also entail that there is the potential for
repeats as well as use in different places at the same
time; the same series could be played in the US,
Norway and South Korea at the same time if there is
sufficient interest. This also establishes the potential for
merchandising and franchising if the commodity attracts
sufficient interest.

Market

a) Distribution mechanism of packaged content,
i.e. a channel either continuously or as PPV

b) The business model is based on either
advertisement revenue, subscription revenue,
sponsorship, teleshopping, public revenue or a
combination of these

c¢) High level of minimum efficient scale for
companies based on a single domestic market
due to economies of scale

d) Economies of scale (increasing) and scope;
potential for global markets using thematic
approach

e) High barriers to entry and exit

f) Tendency for high levels of concentration

Due to its content characteristics, the media market has
a tendency to become concentrated, which is the
reasoning behind the high level of minimum efficient
scale. The minimum efficient scale difficulty can be off-
set by targeting several markets at the same time, and is
thus especially difficult when there is only a single
domestic market.

There are economies of both scale and scope, but the
increasing returns to scale due to links to consumption
present a difficulty of average declining costs. The main
problem lies in establishing the infrastructure for
distributing the packaged content.

The combined characteristics of market and content
establish high barriers to entry in particular, but also exit
for a domestic player.

Source: Own depiction
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I have not seen convincing arguments that the private market can be expected to provide all
types of content, but rather that the main focus will be mass-audience-related in the first instance

of domestic provision and niche-oriented in the second due to financing mechanisms.

2.7 The challenges of broadcasting

Summing up, it can be seen that from a state perspective, there are several difficulties related to
the issues of public good characteristics, increasing return to scale and minimum efficient scale,
with the primary being: a) there is a limit to how many competing companies can operate within
each market, depending on size and b) small market firms risk problems in achieving sufficient
scale; this is primarily the case if the focus is on the domestic market. This leads to limits in the
tendencies of small markets to be highly concentrated, as they have few domestic actors, and
usually small market structures of duopoly or oligopoly. The high cost of producing original

content in a range of genres means that imports are necessary.

Small markets have less potential for commercial funding than their larger counterparts,
particularly if broadcasting in the national languages of the smaller countries is taken into
consideration. Production of programming for a limited audience in a specific language and
cultural setting is costly and might not always be provided by small markets due to high costs.
At the same time, programmes are available in international trade from both large and small
markets in abundance, especially from North America, at a lower price than the cost of domestic
production and co-production. Smaller markets can at the same time usually only maintain a
lower number of competing companies and therefore tend to be more concentrated, which can

entail an increased intervention in the market.

Large markets also have a similar range of difficulties: high quality programming is costly and
might not be profitable. While they have more resources available, they also have the problems
of securing content for nationwide services. Although that market size might be larger, the
number of competitors increases when there is a potential for profitable investment. Certain
goods and services will simply not be offered if the language area is too small to be profitable

due to minimum efficient scale, i.e. lack of critical mass.

I argue that media markets and especially television markets face difficulties in which a
traditional approach of securing competition should be considered unreliable. My point is that
this is shown in the discussion of market failure and the more detailed study of the
characteristics, which indicate that the characteristics of the broadcasting market and content

establish difficulties in securing competition and thus lead towards market concentration, but
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also that this is dependent on the critical mass of the market or, in short, how many companies
of efficient scale the individual countries can sustain, and how high the market barriers are for
potential new entrants, both domestic and international. This is in reality a condition of scarcity
based on critical mass. Critical mass is an expression of the availability of resources, i.e. market
volume, talent mass and more, which again is an expression of scarcity of revenue for particular
purposes, scarcity of talent and more. This also means that competition can become a double-
edged sword: if wielded correctly it can be utilised wisely to increase overall quality in the
market, while if used badly it will lead to declining quality and cut-throat competitive

conditions, which can reduce citizen/consumer benefit.

We know that consumers prefer domestic linguistic content, even though national media
companies are subjected to competition from international niche-channels (and thus
multinational corporations); this content has to be dubbed or subbed in order to be made
understandable for the majority (usually). This would be a significant problem for small markets
when faced with their inefficiency in combination with competition with multinational
corporations. We have to enable the conceptualisation of the exchanges of both the state and
companies/organisations at national and international levels. An example of this is evident in
Scandinavia, where the primary commercial television companies without public service
obligations are a) owned by a multinational corporation and b) act opportunistically by

maximising utility by transmitting under the more relaxed advertising rules in the UK.

I argue that by conceptualising language and thus culture as excludable factors, that although
electronic content has the characteristics of public goods, these are actually club goods
(artificially scarce goods) due to the limitations of language, as even when dubbing, the
linguistic and cultural nuances can get lost. An example is content produced for small markets:
although in principle non-excludable and non-rival, when language is introduced into the
equation it becomes a function of excludability. Language thus becomes another function of
exclusion, where media content as a consequence becomes similar to jointly supplied goods, e.g.
club goods. Denmark and Danish-produced content thus becomes a club in the sense of it being
non-rival but excludable, meaning that it would only be the 5.6 million Danes who would enjoy
primary understanding: even if that particular piece of content was distributed worldwide, only a
fraction of people would understand it. The main difference in this perspective is that instead of
perceiving a market as national, it should be seen internationally to enhance the understanding

of electronic content in a multi-linguistic environment.

The particulars of this have some consequences when I examine the difficulties of broadcast

markets, where the goods per definition are non-diminishable. The point here is that electronic
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media content is non-diminishable (Varian, 1992), but this does not change the fact that it could
be produced for the particular purposes of a society. I also have to take into account the
investment perspective of new original content, which when it comes down to basics is behind
the reasoning for some of the elements generating market failure in the broadcast markets; as
such we have both production functions and channel output functions where content is shown.
The individual channels could easily purchase sufficient content to fill the output time, but what
interests the audience the most is (original) domestic programmes. This also relates to the

argument for broadcasting market failure in lack of provision.

I have to distinguish between a production value chain and the television value chain, where
production is only one, albeit vital, link. This is important in order to understand the difference
between the channel output of packaged content and the production of content. This is because
the media market characteristics of the dual market of broadcasting are well known and often

applied in the literature (e.g. selling audience to advertisers, attracted by shown content).

Table 8: Simple phases related to individual programmes/shows

st nd
1 2 31'(1
programme production Showing Performance
Idea . L Part of packaged | Audience Selling, repeating
. Production Finalising
generation output results or format

Source: Own depiction

When we take the individual programme creation process into account, we can see that while
the broadcasting phase is related to the value chain of television business, the chain of
programmes is somewhat different as it retains significant scarcity issues. There is a limit to
talent, especially in small markets; production facilities might also be limited and - not least -
where does the financing revenue come from for a product which, when finalised, achieves non-
rival characteristics and has economies of scale in consumption? The incentive structure of
actually producing particular programmes is also at stake; just as most states subsidise the

production of domestic films, there is a situation in which television content, or high-quality
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online content for that matter, will not be produced as there are no guarantees of profit: this is

especially true in small language areas.

This does, however, also emphasise the difference between the movie theatre economy and
television when discussing concerns like inefficient exclusion with content where the cost of an
extra audience besides that first one is more or less insignificant; e.g. MSC = 0. When we
discuss television we have the potential of offering roughly 8.600 hours of content per channel
annually. Keeping full flow provision is a continuous process, where we can fortunately reuse

the content created by repeating it.

Furthermore, for films, series and more, there is also the potential for international sales which,
in cases like Beverly Hills 90210, can make particular shows quite profitable compared to the
original costs of production; this can even be done while using the same content in the particular
producer’s home market. It can also be applied in several countries simultaneously on thematic
channels. Both conditions are due to the media content characteristics of non-rivalry and

economies of scale in consumption.

From a national domestic position, one of the difficulties is securing sufficient original domestic
content; this is because of the risk of failure, especially in small markets. This is where another
primary use becomes apparent: different types of content based on ideas can be used as formats
for those productions by other producers - indies or broadcasters — while it actually appears like
domestic content, as “domestic personnel” are used in the production phase; this alone can
reduce risks significantly as the idea phase for that production is reduced, thus lowering overall
costs. At the same time risk is reduced, with the level of that risk being dependent on the track

record in other countries.

Overall, the economic conditions of the commodity are dependent on the potential of the content
produced versus the relative risk taken in selecting that investment instead of another. The
imperfect market conditions lead to difficulties in securing provision of all types of interests,
especially so when the volume of the market becomes niche in type. While a programme might
still be viable to produce, it will have to be done for the international market, where the

aggregated mass of the niche audience might be large enough to risk the investment.
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Table 9: Conditions before and after production

Before production When shown, after production

Scarcity of resources and talent Non-rival condition

] ) ) ] Economies of scale in consumption; +1
High cost of complete production; incl. idea . ) .
audience = 0 MSC increase, e.g. negligible
phase ¢
Ccos

Risky investment in unproven idea (making Repeatable and potential of long-tail;

talent more important) copyright protected (unless only format)

High risk of failure, but also if mass-audience
. . ) Language dependent
related, potential of high profit

Source: Own depiction

The various challenges of the broadcast media are in reality in combination with concerns of
culture the primary reason for public broadcasting along with a merit-good line of thought,
where the key issue becomes public merit goods. As pointed out by Andrade (2001), both
broadcasting and telecommunications have been deregulated significantly since 1973; even
though this has been the case, and especially in combination with high market concentration,
there continues to be a strong argument in favour of public broadcasting to secure domestic

services.

The reason for this is that “a strictly commercial approach to television — even in large and rich
markets — is not reconcilable with cultural goals. Such an approach is even more unrealistic in
smaller countries and in most countries of the world”(Juneau, 1997). It becomes a question of
incentive, not only from the individual consumer, but also from the industry in terms of what
sort of provision and why? The challenge from a state perspective is that as a community and a
culture from a merited perspective, there is a difference in what will be provided and what there

could be an interest in having provided.

The cultural argument is strong. “When we consider what I call the satellite culture,” said T. S.
Elliot, “we find two reasons against consenting to its complete absorption into the stronger
culture. The first objection is one so profound that it must simply be accepted: it is the instinct

of every living thing to persist in its own being... It would be no gain whatever for English
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culture, for the Welsh, Scots and Irish to become indistinguishable from English-men. What
would happen, of course, is that we should all become indistinguishable featureless “Britons”, at

a lower level of culture than that of any of the separate regions. (as citied in Juneau, 1997).

This is in principle also connected to the argument on perceiving domestic content as a club-
good; we provision goods from our own culture with a reason for distinguishing it from others.
Otherwise we might as well purchase productions from other nations as they are available in
abundance. As Tracey (1992) argues, philosophies of broadcasting are related to or rather “born
out of a philosophy of society”. We cannot remove the civil society and cultural dimensions
from the discussion, and this is why public broadcasting as an argument to limit market failure
remains coherent, and why the market—state discussion is insufficient to grasp PSB and also
why [public] merit good arguments remain the strongest for intervening into the market in a

particular community to secure universality of the services provided in the service of the public.

An element which is sometimes forgotten when looking at media products is that languages and
culture exclude. It is forgotten because we look at these goods mainly from a national

perspective and not an international one.

No matter how we look at it, even if the Danish television station was able to reach a watching
world population of 6 billion people, only a fraction would be able to understand the
programmes, not only in terms of the language, but also in terms of cultural differences. The
rules of the game in this way become governed by the language in question; while sports are
differentiated due to the rules being international, a watching Asian audience would not
understand the commentators, but could understand the rules of the game. Is this interesting and
why should we even perceive language (and culture) as an excluding factor? Small markets’
potential for export is relatively limited, although this is not necessarily the case for formats, and
this actually proves the point, as the shows based on international formats are given a national
domestic appearance: in other words, they buy the idea and make it national. While you can
almost always sell a good and proven concept or idea, it is more difficult to sell content devised

and produced for a particular small language area.

From an international perspective, this implies that domestic broadcasters with domestically
produced content lack the potential of utilising economies of scale and scope sufficiently partly
due to their market being national and partly due to the produced content. In contrast,
multinational corporations are able to utilise the potentials of the public good in a way which
also utilises economies of scale and scope by a)producing to an international market and b)

using dubbing/subbing. This is also why this is interesting. By applying the geographical
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perspective from the traditional perceptions of the market and combining it with the usual de-
contextual public good in relation to media content, we can perceive language and an excludable
factor making Danish and more or less Denmark into a club. In other words, domestically
produced content should rightly be perceived as a public good from the national perspective, but

it is actually a club good from the international perspective.

To illustrate, we should perceive this in the number of citizens or consumers of interest. The
number of n from a national domestic perspective is somewhat different between large and
small nations on the one hand, but also between national domestic companies and international
companies on the other. The Danish state primarily focuses on securing the provision of
necessary content for the Danish market. In contrast the German state, while also primarily
securing domestic provision, also attains some international output through Deutsche Welle:

here, they manage public good status as the n equals a larger language area than the German.

A Norwegian domestic broadcaster focuses primarily on the national market producing content
in Norwegian, making it a club good; in contrast, an international company such as Disney
utilising economies of scale and scope can take complete advantage of the potential of the media
goods by targeting as many countries as possible using dubbing, but with international content
and only very limited or no domestic content having an effective n equalling not the entire
world, but very close to it. It is estimated to be profitable based on advertisement, cable relay,

merchandise sales or other revenue sources.

In other words, the differences lie in the potential number of customers; whereas a state at a
national level is correctly assuming that in order to secure national domestic content, subsidies
are needed due to the nature of the commodity, from an international perspective this is due to it
being a club good. On the other hand, an international media company has the potential to utilise

the media goods to their fullest extent across markets to an » higher than those of most nations.

This actually has consequences for both public and European policy. Realistically, if the
argument is correct, then the EU is too small to manage de facto competition against content
from, for instance, the US. There are too many languages and too little competition between
European media companies compared to the content available from US production. From the
international perspective, the EU member countries (except France, Spain, Poland, Germany and
the UK) risk being trampled by international content, with consequences for their own culture
and production industries. The nation-state has to preserve its nationality, language and
production, while at the same time having to cope with the demand for uniformity of rules at the
EU-level.
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The reason is not due to lack of content production at a European level, but rather that the
entertainment, TV series and drama from North America are not only cheaper but have also
been through a significantly harder competition process before being labelled a profitable and
perhaps continuous series. On the other hand, this also places a great strain at the EU-level, as
the content is produced by a collective of “clubs” not able to compete directly at the European

level but more within a regional context.

2.8 Analysing the influence of size

Testing the hypotheses stated in the introduction requires analysis of the available revenue in the
market, the level of original content and a study of the market competition with focus on barriers
to entry in terms of concentration. The important issue is finance, meaning the availability of
funds, also defined as critical mass. The availability of funds in a market is related to the media
company’s potential for profit and willingness to invest in original domestic content. This is
linked to population and the economy, which means that in theory I should be able to identify

differences between small and large markets conditioned on these two premises on account of:

a) Available revenue where critical mass becomes paramount for funding
b) Level of original domestic content

¢) Market competition and therefore also the level of market concentration

The reasoning for this is linked to the provision of public goods and the logic of merit goods,
where due to the characteristics of broadcast markets and media content, I cannot expect small

markets to provide what is of general interest to the same degree as large markets can.

In the next chapter of the dissertation the methodological approach is discussed and the applied

empirical measurement used to investigate the hypotheses is presented.
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Chapter 3. Methodological approaches

3.1 Introduction

This chapter presents the methodological approach consisting of both the theoretical challenges
and empirical measurement. The influence of size and the differences I can observe in small and
large markets are the primary focus of this thesis. This makes the relevant units of analysis the
individual national markets combined with regional markets for some of the countries with

special language conditions.

In consequence, the thesis is planned as a comparative variable oriented study of measureable
units of size. The phenomenon of size is expected to matter; the question is how it shows
empirically. The operational definition of size has been defined in the introduction in chapter
1.2.3, Defining size, page 19. There will be a natural bias as well as error term for the
immeasurable units and effects of size. It is thus important to point out that this dissertation does
not claim to answer all the questions concerning size, but it gives a perspective on a variety of
size definitions and their potential policy implications for European markets. As pointed out by
Robert Dahl and Edward Tufte (1973), size is quite an ambiguous concept and there are various
ways of operationalising it. The choice made on how to study size is thus exactly that: a choice,
one way among others to conceptualise how size influences. The purpose of this chapter is to

clarify the basic methodology of this thesis.

In this chapter, I shall present firstly the selected approach including the challenges and pitfalls.
This is done in chapter 3.2, Why compare?, where a short discussion of the advantages and
disadvantages of the variable oriented approach is presented, followed by the challenges of
conducting empirical cross-market comparison, as the implications for the project. Subsequently
I present the methods applied for measuring the influence of size in chapter 3.3, Measuring the
influence of size, by defining the measurement in each five research questions (A-E) related to

the two hypotheses.

3.2 Why compare?

The first question which needs an answer is why we compare at all. The point of this
dissertation is two-fold: on the one hand to argue that the overall market characteristics are
similar, and on the other that the difference size constitutes is a consequence of the difference in

critical mass of resources available. To show this we have to compare small and large markets.
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There are various approaches to comparative research (see for instance Przeworski & Teune,
1970; Lijphart, 1971, 1975; Skocpol, 1984; Ragin, 1987). The point is that comparative research
has a long tradition of highly useful works which have had tremendous impact not only on
research but also on our understanding of society. Comparisons can be used to establish
similarities and differences based on various characteristics; without comparisons it would be
difficult to establish if there are variations of social phenomena and how they can be
differentiated. As argued by Gabriel Almond (1966: 878): “It makes no sense to speak of a
comparative politics in political science, since if it is a science, it goes without saying that it is
comparative in its approach” ... “whether it: be in the experiment, in the analysis of the results
of quantitative surveys, or in the observation of process and behavior in different contexts in the
real world, is the very essence of the scientific method”. In short, without comparisons, how

would it be possible to identify difference?

Overall, I have to include an understanding of the objective behind the research in order to
establish whether comparisons are relevant. I can distinguish between two overall rationales of

political science research:

a) Research conducted to solve actual policy problems in order to improve if not how
policies work, then to reduce adverse effects
b) Research conducted to advance knowledge within the field (Hakim, 2000) and to

potentially increase the overall quality of the data the current knowledge is based on.

Thus, there are two criteria which can be distinguished; importance for the policy making, and
contributions to the scholarly body of knowledge by increasing the available number of verified

explanations of particular areas (King et al. 1994).

The research proposed in this dissertation revolves around the influence of size on the TV media
with a primary focus on European states. The relevance of this is that more than €22 bn.
annually is contributed in public revenue to public television companies, as well as it being a

medium viewed by almost all European consumers.

Size thus becomes a case of interest if the conditions caused by it are different in ways that
establish variations in the challenges for states in general and small states in particular. It would
be difficult to establish if there were actually differences between small and large states by

comparing only either small or large states.

68



The objective of this dissertation is twofold; firstly it is an attempt to establish a new brick in the
wall of knowledge within the field by using comparative empirical studies aiming at explaining
how size influences the broadcast media; secondly the research potentially could help deduce
policy implications in the form of externalities of policy and adverse effects. In order to advance
the field it is important to establish more comparative research crossing more than the few case
studies. The reasoning for this lies in the low level of large cross-nation comparisons within
media studies with an emphasis on empirical research; usually the diachronic approach is

applied mainly in studies comprising only a few markets.

There are several challenges involved in selecting such an approach which have been pointed
out by Satori (1991), Collier & Mahoney (1996), Ragin (1987, 2000), which become evident in
the material presented by John H. Goldthorpe (2000), who argues on behalf of the variable-
oriented approach; see also the discussion between Goldthorpe (1997) and Ragin (1997) on the
same issue. Below the advantages and disadvantages of the variable-oriented approach are

briefly presented.

3.2.1 Variable-oriented approach
The method applied is a comparative variable-oriented method, which will allow some degree of
generalisation, at least for Europe. The main challenge is first to argue why it is beneficial to

apply a variable-oriented approach for this type of study.

As argued by Ragin (1987: 53): “...the variable-oriented approach is theory-centered. It is less
concerned with understanding specific outcomes or categories of outcomes and more concerned
with assessing the correspondence between relationships discernible across many societies or
countries, on the one hand, and broad theoretically based images of macrosocial phenomena, on
the other.” Understanding social phenomena as complex where generality is only possible to a
certain degree underscores the case-study approach versus the focus of the variable-oriented
approach on the potential of establishing general explanations, while ignoring to some degree

the complexity (Ragin, 1987).

This can also be perceived as a thick-descriptive versus a thin-descriptive approach. From a
case-oriented perspective, the main emphasis is on contextualised descriptions of the cases
based on recognition of historical development for understanding and identifying important
factors. The case-oriented approach requires some degree of familiarity with the selected cases,

which is also why it becomes difficult to include large numbers of them. In contrast, this is also
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where the variable-oriented approach can be applied, but at the cost of the familiarity and

contextual understanding of the individual cases in the sample.

Concerning this dissertation, it would not be possible to establish sufficient familiarity with the
context of all the markets involved to present a meaningful and thick-descriptive analysis
containing all involved objects of analysis. The variable-oriented approach will be applied as the
primary methodology in this study which will have a price in terms of the thick description and

primary date, but will have a benefit in terms of generalisability.

Ragin points out the following on what should be investigated in variable-oriented studies
(Ragin, 1987: 56): “...The investigator examines relationships between general features of
social structures conceived as variables. The implicit model of causation central to this strategy
is structural. Social units, such as nation-states, have structural features which interact in the
sense that changes in some features produce changes in other features, which in turn may
produce changes in others. ... In this approach, data on social units provide snapshots of
instances of structural processes. Thus, structural features and their interrelations can be
represented in terms of variables and intercorrelations. By studying the patterns that emerge
from such snapshots of structural processes (that is, by studying correlations between variables),

it is possible to derive empirical generalizations about the structural processes...”.

This presents a challenge for this dissertation, due to the difficulties of access and availability of
resources which limit the access to data; on the other hand, the number of cases involved do not
allow for the degree of familiarity required for an in-depth comparative case-study approach,
without substantial external research assistance. The 26 national markets involved do not allow
complete use of the most sophisticated econometrical tools, but it is sufficient to apply them and

secure the validity of the results through some degree of contextualisation of particular areas.

The variable-oriented approach can be criticised for over-simplification as the use of statistical
techniques requires that, as pointed out by Ragin (1987), we are interested in the “average effect
of a cause in a theoretically defined set of observations”. The choice of a variable-oriented
approach means that there is a limit in terms of how much of the actual complexity of the
relationship and limitations in terms of descriptiveness. However, due to the number of cases
used it would be an immensely challenging prospect to go in-depth with all the markets included

as required by a case approach.

The intention in this chapter has not been to establish a comprehensive and detailed account of
all the challenges involved in comparative research, but mainly to indicate the consequences of

pursuing a variable-oriented approach. For more detailed discussion of variable- versus case-

70



oriented approaches, see Ragin (1991) Issues and Alternatives in Comparative Social Research,
and Van de Vijver & Leung (1997) Methods and Data Analysis for Cross-Cultural Research for

a more extensive treatment of the subject.

3.2.2 Challenge of comparison

In comparative studies there are four primary methodological problems which have to be
addressed in order to qualify as an empirical study. These are 1) The small n and too many
variables problem, 2) Galton’s problem, 3) the black box problem, 4) the problem of selection
bias and 5) the challenge of multicollinearity. See, for example, Goldthorpe (1997, 2000),
Rauchmeyer & Stephens (1997) and Ragin (1997). Each of these will be discussed in turn.
These challenges link to considerations of comparability, case selection, units of analysis, level

and scale of analysis as well as the risk of the independent variables being collinear.

3.2.2.1 Small n and too many variables

A main challenge is having too many variables or too small a number of cases. This study
having 26 observations in the least category has to be careful in terms of not including too many

variables.

The small-n problem refers to the problem presented by Lijphart (1971:685): “The principal
problems facing the comparative method can be succinctly stated as: many variables, small
number of cases. These two problems are closely interrelated. The former is common to
virtually all social science research regardless of the particular method applied to it; the latter is
peculiar to the comparative method and renders the problem of handling many variables more
difficult to solve”. Having too few cases and too many variables are two different challenges,
but one problem is that assessing too few cases often results in too many variables with which to
establish coherent explanations. This also remains a challenge for the analysis in this

dissertation.

In relation to the challenge of small n, Goldthorpe (1997) argued: “...it is above all else
necessary to recognize here is that au fond the small N problem is not one of method at all, but

rather of data: more specifically, it is a problem of insufficient information relative to the
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complexity of the macrosociological questions that we seek to address. ... Conversely, what is
vital to overcoming the small N problem is in principle easy to state, albeit in practice toilsome,
even where possible, to achieve: that is, simply to increase the information that we have

available for analysis.”

The small-n too many variables problem has often been posed by Goldthorpe (1997, 2000) and
King et al. (1994), who argue on behalf of a statistical orientation, but the problem of over-
determination remains, caused by the potential of too few degrees of freedom in the statistical
analysis. It thus becomes a critique of case-orientation relying on small n. And as pointed out by
King et al. (1994), as the number of observations increases, the confidence in the tests
performed also increases, as we in effect have enhanced the observable implications of the
proposed model. If T relate this to the discussion between variable-orientation versus case-
orientation, there is criticism from proponents of small-n comparative methodology, as they
argue that thick-description and particular circumstances become more or less invisible at the
macro-level, and thereby they risk excluding viable explanations. I can also argue that even if
there is a relationship in the model, there is no guarantee that I actually measure what I intend to

measure at the aggregated level (as pointed out by Satori 1991).

In a way, the small-n, many variables challenge is a trap for researchers, as in an attempt to
salvage an explanation we include more variables, which can cause small-n difficulties again.
The same goes for small and large sample studies, as the small sample studies yield more thick-
descriptive explanations, which the large sample studies can benefit from in their thinner

descriptive explanations.

It is in effect a choice between methods and availability of data; this also refers to the selection
of cases, where the scale of the analysis is chosen. I have decided on a mid-scale comparative
analysis. Unfortunately, for various reasons, availability of media data is quite scarce and this
has limited the analysis to 26 markets. This places some challenges on the comparative analysis,
but by applying this sample, I can investigate the argument and attempt to identify whether there

is a difference between small and large markets as suggested by the hypothesis.
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3.2.2.2 Galton’s problem

Galton’s problem is the predicament of dependence between countries, or, phrased alternatively,
the problem of historically non-independent cases. Galton’s problem as identified by Raoul
Naroll (1961, 1962, 1965) causes statistical problems when the common dependence or

influence of historical factors affects the similarity of cases.

Galton’s problem in essence argues that similarities identified between cultures could be caused
by imitation, learning or diffusion which appear as dependence both within and between
countries in the form of auto-correlation. Take Europe as an example: these countries are
dependent, imitate and learn from each other, but when we then identify similarity, what is it
exactly we identify? Is it an historical process, legislation or otherwise? If we test the
hypothesised argument based on similar development, we risk having institutionalised
dependence between the countries in question, which can threaten what we actually compare
and how we can explain it, or rather interpret the statistics. For statistics at least, we have to take
it into account by adjusting and conducting the relevant significance tests. The challenge is one

common to all cross-cultural research, i.e. both variable-oriented and case-oriented.

Naroll (1961, 1965) suggested the first ways to deal with this challenge in statistics and thus
how to identify similarity based on geographic closeness and cultural resemblance. This is a
challenge when the intention is to test theories. Let’s take the liberal convergence thesis of
Hallin & Mancini (2004:76): “...there is a trend in all countries toward commercialization of
the media and professionalization of journalism and other media-related occupations, and a
corresponding separation of the ties that once connected the media to the world of politics —
most particularly to political parties and other organized social groups. There is, in this sense, a
convergence toward the liberal model”. What is the trend they identify? Is it globalisation, is it

that other countries imitate the liberal system, is it evolutionary, or is it all three?

Looking at the countries they compare, there is high potential for imitation processes, learning
and other relationships making them dependent on each other (for instance OECD); thus it is not
necessarily a comparison of independent cases. The obvious answer would be to secure cases
independent of each other, but political systems and economies are usually open, especially in
small countries. How can we find actual independent cases in the first place? And secondly, is

that at all warranted in this study of size where we actually expect the conditions to be similar?

Galton’s problem is relevant for understanding the difficulty of using, for instance, small
countries with large same-language neighbours as the only cases, but on the other hand, these

should in theory be the deviant cases and present interesting relationships between the two
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markets. The problem has been ignored in political science comparative studies for some time,
and this is probably in relation to the openness of political systems and the tendency of diffusion
of best practice, as for instance the UNESCO (2005) publication on public broadcasting. I have
to be aware of the challenge of this problem and be able to counter it in statistical time-series

analysis, for example, and in other tests of statistical significance.

Within media studies, several arguments are actually based on the logic of similarity and
dependence, such as the cultural imperialism hypothesis or the aforementioned liberal
convergence hypothesis. The advance of international trade, foreign direct investment (FDI) and
developmental aid as well as international organisations such as the World Trade Organisation
(WTO), the World Bank, the United Nations (UN) and so forth ensures increasing dependency
between the countries and even more so between markets; I cannot in any way in the selected

markets for this study argue that they are based on independent cases.

They are dependent: the small national markets are theoretically and empirically argued as being
dependent between themselves and between the small and large markets. This is something I
have to take into consideration when establishing explanations, but it is also a problem which
can prove a point in itself on the influence of size. Following Goldthorpe (1997) and
Rauchmeyer & Stephens (1997), 1 agree that the problem posed is overstated and can be
investigated and compensated statistically: at least it should not be a direct hindrance to

conducting comparative studies.

3.2.2.3 The black box

Theory and empirical evidence goes hand-in-hand for both variable-oriented and case-oriented
methods. The variable-oriented statistical analysis carries the cost of not understanding
particularities of the individual cases (Rueschmeyer, 1991). Using size as an example, I can
apply a regression on the relationship between population size and market size; this will offer
insight into the relationship between population and different types of revenue, but it will
explain little on the reasoning for, the level of public revenue or the daily strategy of media
companies. This would require more in-depth understanding of the individual cases and market

conditions. Thus, I have a black box.

Goldthorpe argued the black box challenge in the following way (1997): “We know the "inputs"
to the analysis and we know the "outputs" from it; but we do not know much about why it
should be that, within the black box of the statistical model that is applied, the one is

transformed into the other.” For the analysis utilised in this dissertation I point out that there
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have been several case-studies of various types of size on which this dissertation can on the one
hand rest and on the other supply a more general approach. Without the work of Trappel &
Meier, 1 would not have been aware of the small same-language neighbour difficulty
beforehand, but would have deviant cases I would have had to explore independently in detail
for explanations. In this, I support the fact that the individual method offers reciprocal support

and potential for substantiating theory on different levels of analysis.

The challenge of the black box is inherent in the variable-orientation, but in contrast, few case-
studies are able to cope with all relevant variables and information to completely unlock the
box. Variable orientations have a separate use to depict a general relationship; while case-

oriented have the capability of showing a more embedded understanding.

I have to acknowledge the existence of a black box under all circumstances in order to reduce
complexity. It is inherently a part of variable-oriented analysis, but rather than arguing that it is
a problem, I will take the approach of it being a choice, a sacrifice of thick-understanding a few
cases to a more general understanding of the involved mechanisms. It is a question of weighing

statistics versus depth of understanding.

I will use statistics in an attempt to conceptualise the influence of size which will leave potential
blind spots which can be studied more in-depth using qualitative methods. The intention of this
dissertation is to establish a mid-range level of description to help illustrate the differences
between markets, and thus, that not all markets have similar conditions to the Austrian,
Switzerland and the French speaking part of Belgium ones. Case-studies and in-depth studies
help unlock the black boxes using particular and thick-descriptive approaches. I in contrast
cannot reach that level of unlocking with the applied method, but instead what will be left is a
structure available for further analysis. The study conducted will suffer from the black box

problem of the variations within the individual markets.

3.2.2.4 Selection bias

Selection bias is a problem when using a sample of the population which leaves the resulting
sample non-representative of the population. Usually, this is concerned with variable-oriented
statistical analysis, where this type of bias can distort the analysis. The consequence can be one
of over-representation on the one hand and skewed distribution on the other, especially if the
variables are selected according to scores (gerrymandering in statistics). The outcome of this in
statistical probability theory, on which statistical analysis rests, is a high risk of interference in

the causal relationships. Sampling bias is one of the challenges, caused by for instance self-
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selection of the sample population. However, selection bias is a cause of concern for both case-

oriented and variable-oriented analysis: see for instance Ragin, 1997.

The markets have been selected to represent the European television media markets in order to
identify similarities and differences between small and large markets. I have selected the cases
based on size, large language neighbour and availability of data. Not all markets had the same
level of detail in the data, which would have made a comparison difficult at best, and potentially

wrong at the worst.

I have chosen the markets where the data was on a level of acceptable comparison; this also led
to the exclusion of several markets where it was questionable. In the various chapters, there is a
core of 26 markets in each structural analysis. This will have consequences in terms of the

degree to which the findings can be generalised.

Furthermore, one can ask why these cases have been chosen and not others: the selection has
been based on the principle of sufficient examples with which to conduct the analysis of interest
of the European television landscape. The markets selected are representative for the EU and

will help establish a reasonable level of comparison between the TV media markets.

3.2.2.5 Multicollinearity

The prerequisite in multiple regression analysis is that the independent variables (predicators)
are not highly correlated. Multicollinearity occurs when two or more independent variables are
highly correlated. Multicollinearity is something that, when studying the influence of size, I

have to ensure is limited when conducting the multiple regression analysis.

Berry & Feldman (1985:38-40) state that: “First, multicollinearity is a problem referring to
correlated independent variables in a specific sample of data, and not in the overall population.
... “Second, note that — setting aside the case of perfect collinearity — even a high degree of
multicollinearity does not violate the assumptions of regression”. ... “Third, multicollinearity
should not be conceived as something that either “exists” or “does not.” Rather
multicollinearity exists in degrees and the degree determines how important a problem is posed.
When multicollinearity is present in only a very small amount, there is little reason to be
concerned about its impact, but as the degree of multicollinearity increases, its consequences

becomes more pernicious”.
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The problem of multicollinearity is separating the effect of the independent variables on the
dependent variable. This is a problem because the more alike the correlated variables are the
more difficult it becomes to determine which variable is accountable for the variance in the
dependent variable. The more correlated the independent variables are, the more challenging the
problem. As such multicollinearity constitutes a quite serious threat for the estimation regression

is normally applied for.

Using regression with highly correlated independent variables can result in overly sensitive
parameter estimates (Farrar & Glauber, 1967). In a sense as stated by Goldberger (1991) it
becomes a challenge of micronumerosity (see Goldberger, 1991 for a more detailed discussion

on the issue of collinearity).

In short multicollinearity leads to high levels of standard error as there is uncertainty in terms of
the effect of the different independent variables. In short, a lack of data will result in too small a

sample to test the assumption.

This is a serious challenge for a study involving size of population and economy, where the
tendency is for high levels of multicollinearity between these variables. In order to take this into
account in the statistical analysis multicollinearity is not problematic in the multiple regression
analysis. The Variance Inflation Factor (VIF) will be applied. Fox and Monette (1992) argued
that: “The variance-inflation factor is a useful diagnostic because it indicates directly the harm
inflicted by collinearity on the precision of the estimation”. VIF can be used to interpret if there
is excessive multicollinearity. The test will be conducted at the same time as the multiple

regressions and will be reported along with the other results.

Identification of too high levels of collinearity is based on the rule of thumb, that if the
individual multiple regression models has variance inflation factors higher than 10 it indicates a
serious multicollinearity problem (Marquardt, 1970), while others would treat a VIF score above
5 with caution (Belsey, Kuh and Welsh, 1980). Preferably it should be as close as possible to 1

as this would indicate that there is no collinearity.

Note that controlling the statistical analysis for multicollinearity is highly important in this type

of study where variables concerning population and economy tend to be highly correlated.

3.2.3 Implications for the project
I have accounted for the methodological approaches, perspectives and problems faced when

conducting comparative research. Faced with the methodological discussion I agree that the
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considerations of comparative studies often lack some understanding of the basic pitfalls in
comparative methodology. While I am aware of the challenges and problems presented, this

does not mean that they can be bypassed.

For this research I have chosen an empirical comparative variable-oriented study. This has also
required rigorous consideration of the sample of the units of analysis, and the decision to
analyse Europe to secure a basis for discussing potential policy implications. Availability of data
on the national markets is a severe barrier for empirical research within media studies, especially

when conducting comparative studies.

The empirical studies presenting systematic evidence-based research within media studies are
few and far between for various reasons. The understanding gained by studying the methods
applied and evidence used in comparisons established the question of where the evidence behind
the evidence-based conclusions originated. When I studied this, I found a general lack of focus

on comparison of more than a few markets.

In the literature I found others with a similar perception, for instance Michael Elasmar (2003)
who noted that: “My interest in developing this book [The Impact of International Television]
can be traced to an observation I first made during the course of my doctoral studies ... I found
out that most writers, including those of books, articles, and conference papers, assumed that
imported TV programs have a strong cultural influence on local viewers. However, when sorting
articles according to their topic and method of inquiry, I could only find a very few empirical
studies about this topic. Where was the systemic evidence that was being relied on for assuming
strong influence? I figured that the evidence must have been profuse as the writers were so
confident in their contentions of strong influence. I was determined to find it. The more I
searched, the more disappointed I became. ... I could not believe that there were only very few

empirical studies about this topic”.

The same is true for size. Little empirical evidence containing both small and large markets is
available, which poses the question: are the conditions observed only viable for small markets?

This is a challenge caused by the lack of empirical evidence available for a larger scale analysis.

I will face all sets of problems discussed above. The black box is the most evident and the one
which cannot be avoided, but this will also imply that the comparative research can be used to
further development of qualitative studies and thereby hopefully the development of theory in
comparative media studies. I cannot hope to conduct in-depth case-studies of the individual

markets, as this would require far more time with the number of cases included; therefore per
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definition, there will be a black box of particular similarities and differences which cannot be

explained within the individual markets.

I see no reason to hide this black box, but this is also in line with the method applied: I sacrifice
particularisation to gain more breadth in the analysis. Weighting between explanatory strength
versus particularity led to the conclusion that the more valuable approach in relation to the
existing research would be to conduct a variable-oriented study consisting of medium-scale
observations, e.g. 26. There will be a black box of how size actually impacts differently in the
individual markets based on specific historical and cultural conditions embedded in each
society, but what will be established is the overall effect of size based on the model. There will
also be a specific focus to ensure that there is limited multicollinearity between the independent

variables, which can jeopardise the degree of trust in the study.

The definitions of size applied in this study are defined in chapter 1.2.3, Defining size, page 19.

The method of measuring the influence of size on the variables of interest is defined below.

3.3 Measuring the influence of size

I will conduct a comparative variable-oriented study applying statistical and comparative
methodology. The research problem of this thesis is to analyse how size matters for television
markets in Europe, measured and compared by statistical data, in order to discuss potential

policy implications.

This is done by stating two hypotheses in chapter 1.2.1, Hypotheses, on page 16-18, each with a
set of research questions used to frame the analysis. The analysis is divided into two separate
chapters in order to study each hypothesis individually. Each analytical chapter has a set of
chapters used to substantiate part of the hypotheses. The variables analysed are based on the
study of the influence of size given in the introduction and chapter 2, Media market
characteristics, discussing media content and market characteristics. Each analytical chapter
will be considered below in order to clarify how the variables are measured. The empirical
analysis of the influence of size is intended to investigate how size matters for television

markets using comparative method supplemented by statistics.

The primary statistic technique applied is multiple regression. The technique is used to predict
the variance in a dependent variable based on independent variables. The multiple regressions
will establish the proportion of the variance in the dependent variable that the set of independent

variables explain (size of economy and population). This is done at a specific significant level,
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i.e. by a significance test of R’. The multiple regressions on the hypothesized relationships are

tested using a significance level of 5%.

These settings are used when the multiple regression are conducted in each of research questions
A, B, D and E, which specify a linear relation of the independent size variables and the
dependent. Note that all regressions are tested for multicollinearity using VIF with an
acceptance criterion of VIF < 5 (Belsey, Kuh and Welsh, 1980) and for serial correlation using

the Durbin—Watson test with an acceptance criterion of equal to or below 3 (Field, 2005).

In the chapter 3.3.1 below the operationalisation applied for investigating the first hypothesis
will be presented, followed by chapter 3.3.2 where the operationalisation for the second

hypothesis is presented.

3.3.1 Analysing the first hypothesis on the influence of size on market volume and
the production of original domestic content

This chapter will describe how the first hypothesis and the related research questions are
operationalised. First the hypothesis is stated, as on page 16, after which each research question

has a separate chapter which describes how the dependent variables are measured.

The first hypotheses it that Size is linked to scarcity and therefore influences the critical mass
of television markets: meaning that size influences the critical mass in television markets
based on availability of revenue understood as monetary TV market volume and the
availability of original domestic content. Consequently the larger a market is, the more

potential volume of the television market and domestic production is possible.

The hypothesis revolves around the influence of size on the structural market conditions of
scarcity, i.e. the critical mass available in the market. There are two variables of interest when
investigating the first hypothesis, a) the level of available revenue in the market and b) the level

of domestic production.

The analysis of the first hypothesis consists of three different sub-analyses each with the
purpose of investigating part of the hypothesis on the influence of size using the measures of
market volume and production of original domestic content argued above. The three sub-
analyses (Research questions A-C) are introduced in turn with the related variable, but first the

sample markets are introduced.
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3.3.1.1 Sample markets used in the analysis

The analysis of the first hypothesis is conducted based on a sample of 26 European markets, all
of which are influenced by the EU policies, either by being Member States or be being affiliated

XVi

by membership of The European Economic Area (EEA)"". The table below shows the markets

as divided by categorised size.

Table 10: Sample markets for the first hypothesis by categorised state size

Categorical population definition

Small Large

n 19 7

Bulgaria, Estonia, Hungary,

Small | 9 | Latvia, Lithuania, Slovakia, | Poland, Romania

Categorical Portugal
seonomy Austria, Belgium, Cyprus, Czech
definition

Republic, Denmark, Finland, | France, Germany, Italy,
Greece, Ireland, Netherlands, | Spain, UK

Norway, Slovenia, Sweden

Large | 17

Source: Own depiction/model

The sample consists of 26 European countries which should as such be sufficient to establish an
overall idea of the influence of size on market volume and original domestic production in a

European context.
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3.3.1.2 Research Question A: How does size influence the availability of revenue

in television markets (TV market volume)?

This chapter will describe how TV market volume is measured to enable analysis of the
influence of size on this variable. First the research question is stated, followed by how it will be

researched.

RQ A: How does size influence the availability of revenue in television markets? The larger a
television market is, the more revenue should be available, which again sets the frame for the
potential number of companies and the level of production of original domestic content as this is

based on scarcity considerations.

This will be researched by investigating whether the strength of the relationship between size
and market volume follows the assumption that the larger the market, the more revenue is
available. Size is used as a scale variable as this is important for the investigation of this part of
the hypothesis on scarcity and market leverage, where the larger the market (population and PPP
GDP per capita), the larger the market volume. This is because advertisement and subscription
revenues are related to respectively industry interest in advertising, and pay-TV subscription is
related to consumer interest as well as ability to pay subscription fees. Secondly, the larger the
size of the population, the more costs can be spread out and thus lowered. Multiple regression
and quantitative data will be applied to study differences between small and large markets. The
dataset will also allow a discussion of the different markets and their market volume using the

quantitative data with the purpose of substantiating in more detail the statistical analysis.

In order to measure the influence of size on the level of available revenue, i.e. TV market
volume, this variable has to be defined. For the purpose of this thesis TV market volume is
measured by combining the three different main revenue resources in a television market: 1)
advertisement, 2) public and 3) subscription. This of course does not include all available
revenue in a market, but it represents the major part of the TV market volume. In some markets
donations play a role for the TV market as well as revenue from sales of produced content and
rights in general. These figures are not included, not because of an inability to find a solution by
including more types, as several annual accounts have been analysed, but usually the accounts
were insufficiently detailed to include the figures. The combined figures of these three sources
of revenue will be defined as a proxy for TV market volume on which I will investigate the

influence of size.
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The analysis is based on secondary data from the sources mentioned below:

e The public revenue is from a variety of sources with annual reports of financial figures in
combination with Screen Digest and controlled by using EBU figures. Furthermore, in
markets where public radio companies are independent, their public subsidy has been
included in the calculations to ensure comparability. The inclusion of public radio
revenue was to ensure that the markets with separate companies did not fall below the
level of similar markets, where television and radio are combined.

e For advertisement revenue a combination of the World Association of Newspapers’
annual publication and the Euromonitor database for exchange rates and corrections, is
used, the figure representing the method of calculating this in the individual markets.

e The subscription revenue is from the Screen Digest Television intelligence database

representing the individual domestic market figures.

The sum of these different sources is used as a proxy for market volume. As mentioned above
this is not a “total” market volume, but as these sources represent the main revenue sources for
television companies it represents a realistic picture of the individual market volume in the
sample markets. In short, total market volume is defined as the total sum of combining
advertisement, public and subscription revenue. As such it is a measure representing the

consumer expenditure on media in a specific market.

3.3.1.3 Research Question B: How does size influence the level of original

domestic content in television markets?

This chapter will describe how production of original domestic content is measured to enable
analysis of the influence of size on this variable. First the research question is stated, followed

by how it will be researched.

RQ B: How does size influence the level of original domestic content in television markets? The
larger a television market is the more original domestic content should be available as the

incentive for companies to invest in content should be higher.

This will be researched by investigating whether the strength of the relationship between size
and production of original domestic content follows the assumption of the hypothesis that the

larger the market, the higher the level investment in domestic production. Size is used as a scale
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variable, as this is the important for this part of the hypothesis on scarcity and market leverage,
where the larger the market (population, PPP GDP per capita), the more potential there is for
providing original domestic content. Small markets have less ability to provide original media
content. Multiple regression and quantitative data will be applied to study differences between
the ability of small and large markets to provide original domestic content. The dataset will also
allow a discussion of the different markets and their market volume using the raw dataset with

the purpose of substantiating in more detail the statistical analysis.

In order to measure the influence of size on the level of original domestic content production I
have to identify a variable allowing such an analysis. Several considerations were made in this
regard as what were required were figures that to some degree could be considered comparable.
A first attempt was made to identify the level of original production measured in hours from the
broadcasters. However, this attempt met with part failure as the levels from commercial
broadcasters were not easily available; a success was the data from the public broadcasters, but
having half a market’s level of domestic production was considered insufficient for the purpose

of investigating the hypothesis.

A decision was made to apply investment in domestic production as a method of measurement.
This resulted in a figure of volume of originated programming understood as all programming
commissioned by domestic operators rather than acquired from the international market in
million euros. The figures include funds used for news, but it does not include funds used for the
acquisition of sport rights. Using the measure as a proxy for original domestic programming will
allow the hypothesis on how size matters for the production of original domestic content to be

investigated.

The analysis is thus based on secondary data from Oliver & Ohlbaum Associates (2009). The
expenditure on originated content expenditure in 2006-2007 on originated content is defined
above. The analysis using this variable will help substantiate the hypothesis on differences based
on size in terms of investment in original domestic programming. In short, original domestic
production is measured using investment in million euros in original production, meaning the

funds the television companies invest in new content.
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3.3.1.4 Research Question C: Is there a relative influence of size (varieties of

size) on TV market volume and production of original domestic content?

This chapter will describe how the relative influence of size on the TV market volume and
production of original domestic content variables is measured. First the research question is

stated, followed by how it will be researched.

RQ C: Is there a relative influence of size (varieties of size) on TV market volume and
production of original domestic content? Size influence could also be viewed relatively based on
small and large categories, meaning that a large market measured by population, can be small

measured by economy, which can result in different implications for policy.

This will be researched by investigating whether the relative influence is understood as
interaction between size of population and economy, which should enable me to distinguish
between varieties of size influence in relation to TV market volume and scale of original
domestic content production. The analysis is done using the categorical definition of size by
dividing population and economy in small and large markets, and thus testing if different
conditions of being small and large can be identified. This will substantiate part of the

hypothesis that government intervention can help leverage the influence of size.

In order to measure the relative influence of size I will apply the categorical definition of size
based on economy (small, large) where a large market is understood as a market where the GDP
PPP per capita is equal to or above the European average figure of $24,216.80 in 2007 and
where population (small, large) where a large population is understood as a market with a
population equal to or above 20 million. Besides this I will use the two variables on TV market
volume as presented under research question A and original domestic production as presented

under research question B.

In short this analysis will help show that different varieties of size have different conditions,
meaning that markets with a small population and economy have a different condition than for

instance markets with a large populations and economy.

3.3.1.5 Summarising the analysis on market volume and original domestic content

The focus in chapter 4 will thus be on the difference in scale between small and large, first in
relation to TV market volume, and then to scale of domestic production. This is in conclusion
used to test whether there are relative influences of size based on categorisation of population

(small, large) and economy (small, large) in relation to the scale of TV market volume and
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production of original domestic television content. The combined analysis chapter 4 is carried
out to substantiate the first hypothesis based on the three research questions stated about where
size should influence as a consequence of similar market and content characteristics. This will
help verify if the theoretical assumptions can be considered in accordance with empirical

observations.

3.3.2 Analysing the second hypothesis on the influence of size on market
competition

This chapter will describe how the second hypothesis and the related research questions are
operationalised. First the hypothesis is stated, as on page 17, after which each research question

has a separate chapter, which describes how the dependent variables are measured.

Following the analyses of the first hypothesis, I will study market competition using the second
hypothesis as an analytical frame, which states that Size influences the competitive conditions
in television markets. This is a consequence of imperfect competition due to the
characteristics of media markets and media content in combination with differences in
critical mass (scarcity). Consequently the larger a market is, the better conditions are there
Jor private commercial media, as the larger markets can sustain a higher number of
companies, which should show in lower degrees of market concentration if not at the overall

level, then as the number of companies increase.

The second hypothesis revolves around the influence of size on the overall market conditions in
television markets. Theoretically scarcity, i.e. the critical mass available in the market combined
with the market and content characteristics, especially minimum efficient scale and increasing
returns to scale, should lead to highly concentrated markets. However, in this analytical chapter,
the influence of government intervention should be especially evident due to the existence of
PSBs.

None the less, the hypothesis should still be viable, but I also have to secure some degree of
indication on the effect of government intervention. The purposes of these measurements are to
investigate whether I can identify the influence of size on market competition, and secondly if
the expectations concerning government intervention can be identified when tested using these
proxies. There are five variables of interest; three of these are used to analyse the first research

question: a) competition between public and private channels, b) competition between foreign

86



and domestic channels as well as c¢) language, mainly focused on small markets with same-
language large neighbours; the two remaining variables are used to analyse the second research

question on d) market concentration and e) ownership.

The analysis of the second hypothesis consists of two different sub-analyses each with the
purpose of investigating part of the hypothesis on the influence of size using the measures of
overall competitive conditions. Below the two sub-analyses (Research question D-E) are
introduced in turn with the related variables, but first the sample markets are introduced

followed by a short introduction to competition.

3.3.2.1 Sample markets used in the analysis

The analysis in chapter 5 will be conducted based on a sample of 26 European markets, all of
which are influenced by EU policies either by being Member States or by being affiliated by
membership of the European Economic Area (EEA). Table 11 shows the markets divided by

categorised size.

Table 11: Sample markets for the second hypothesis by categorised state size

Categorical population definition

Small Large

n 19 7

Bulgaria, Estonia, Hungary,

Small | 9 | Latvia, Lithuania, Slovakia, | Poland, Romania

Categorical Portugal
seonomy Austria, Belgium, Cyprus, Czech
definition

Republic, Denmark, Finland, | France, Germany, Italy,
Greece, Ireland, Netherlands, | Spain, UK

Norway, Slovenia, Sweden

Large | 17

Source: Own depiction/model
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The sample consists of 26 European countries which should as such be sufficient to establish an
overall idea of the influence of size on market competition in a European context. Note that one
extra country — Switzerland — has been included in the analysis on markets with same-language
large market neighbours where separate data for the French, German and Italian speaking parts
of Switzerland is important, but this is only the case for chapter 5.3. Also note that Switzerland
is not part of the EEA, but is part of EFTA and has bilateral agreements I (1999) and II (2004)
with the EU concerning a range of areas. As the extra country is only present in a limited part of

the analysis it is not included in the table above.

3.3.2.2 Competition and the level playing field

To frame the analysis of competition the concepts used in the thesis on this is defined below,

before the actual measuring of the variables is defined.

Competition as defined in the New Palgrave Dictionary of Economics means: “rivalry between
two actors over a limited resource or reward” ... “"Competition is a rivalry between
individuals (or groups or nations), and it arises whenever two or more
parties strive for something that all cannot obtain”. The second hypothesis will
study competition in a synchronic perspective for 2008, using the companies’ share of the time
the audience used on watching television. Competition can take place in a variety of ways, for

instance between:

e Companies in general
¢ Public and private companies

¢ Foreign and domestic companies

These differences can result in different market structures, which can vary depending on
the size of the market. The analysis has to take this into account. Competition between
companies in general can be analysed by studying the level of concentration in a market,
which will also reveal the overall market structure, while competition between public
and private companies requires identification of ownership, and the same goes foreign
and domestic channels and foreign and domestic companies. Note that it is possible to

have a channel originating for instance in the UK, but owned by a Danish company.
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Having a single market in Europe with focus on reducing obstacles for trade, the concept of a
level playing field is often used. The concept a level playing field is important in terms of
understanding the purpose of the single internal market. The Oxford Dictionary defines the
concept as: “a situation in which everyone has a fair and equal chance of succeeding”. This
basically means that all companies should have equal opportunity to succeed, without being

subject to unfair competition due to state interference, monopoly conditions or other factors.

Although competition and concentration in a market is completely interlinked, I have decided to
measure competition in two ways by separating the analysis of market concentration from the

analysis of the overall competition.

Following the second hypothesis the television market should be concentrated as a consequence
of the content and market characteristics, but Europe is also known as having fairly strong
intervention practices on behalf of public television, which should be evident in the analysis. As
focus is also on the importance of state intervention, the impact of public ownership will be
studied.

Contrasting the measurements used to investigate the first hypothesis is somewhat more
challenging as most of this data is unavailable for direct use from secondary sources. In order to
examine market competition comparatively, country of origin (see chapter 3.3.2.3.2 below for a
detailed definition) and ownership (see chapter 3.3.2.3.1. and 3.3.2.4.1 for a detailed definition)
will be used to establish a dataset for use in this thesis to measure competition. In order to
measure the influence of size on the level of competition audience share figures will be used to

show the differences in small and large markets by using a set of different techniques.

Below the analyses of research questions D-E are introduced in turn with how the related

variables are measured.
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3.3.2.3 Research Question D: How does size influence the conditions of

competition in television markets?

This chapter will describe how conditions of competition are measured to enable analysis of the
influence of size on this variable. First the research question, including sub-questions, is stated,

followed by how it will be researched.

RQ D: How does size influence the conditions of competition in television markets? This will

be divided into two separate sub questions
a. How does size influence public and private television?

b. Is it possible to identify difference in small television markets with same-

language large neighbours?

This will be researched by investigating the influence of size on market competition to identify
the difference between public and private, and between domestic and foreign companies
respectively in small and large markets to identify differences in regards to size as well as
impact of government intervention. This will show if the small markets tend to have smaller
private market share than their larger counterparts, as well as the difference in degree of

domestic vs. international share.

Analysis of size influence on market competition in television markets will be done by using the
two sub-research questions. This will allow investigating the relationship between size and the
strength of the public and private audience share, as well as domestic and foreign television
share using multiple regression and quantitative data. This will also allow me to identify the
degree of state intervention in the sample markets. Additionally it will allow me to measure
differences based on language, especially in relation to small markets with same-language large

neighbours.

In order to analyse these sub-questions related to differences in the competitive conditions of
public and private channels as well as to divide domestic from foreign channels the concepts

have to be defined in a way which is empirically measurable.

In order to measure market competition I will use two different methods to categorise the data:
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e [ will differentiate between ownership of public and private companies to assist in
measuring differences between small and large markets in the degree of state

intervention and commercial market.

e [ will use the country of origin principle to distinguish foreign from domestic channels;
in this way it becomes evident which channels are subject to similar rules and to what

degree a particular market is subject to foreign competition.

The public and private ownership will be presented below, then the country of origin principle
will be defined, followed by an analysis of the effects of language in regard to small markets

with same-language large market neighbours.

3.3.2.3.1 Ownership: Public and private

Ownership will be applied as a method to enable me to distinguish private from public
ownership. Ownership in this sense is from an overall perspective used to identify whether or
not a particular television channel is owned by a private or a public company. This will help
identify the importance of government intervention in each market. Public ownership is
understood as where a television channel is owned publicly in a broad sense, either by the state
or indirectly by the state through for instance a foundation. But it does not mean that the state
retains direct control over the particular channel or company. Private ownership is understood as

channels owned by private companies or persons.

Public and private ownership will allow me to measure effect of state intervention in the
individual sample markets, as well as in combination with the country of origin principle to

distinguish foreign public and private channels from domestic.

The analysis is based on secondary data from the sources mentioned below:

e The data from EURODATA TV (2009) on television channels and their share in 2008
from each market is used to identify the names of the television channels in each of the
selected sample markets.

e The names of the television channels are then combined with information from the
European Audiovisual Observatory’s database MAVISE, the Television Business
International Yearbook, and in a few situations contact with regulatory authorities to

construct the information necessary to separate public and private ownership for the
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channels. In cases where a public company owns a share of a company, it would count as

a public company if above 50% of the shares were owned by the public company.

The variable alone can be used to identify share of public and private television channels. This

will help identify differences in terms of public and private share in small and large markets.

3.3.2.3.2 Country of origin principle

The country of origin principle is applied to measure the penetration of foreign television
channels by identifying the individual country of origin, and thus whether or not these are
foreign or domestic in a particular market.

The country of origin principle is defined by using the definition of the European Union, as
stated on an EC website concerning the understanding of the principlemi: “The country of origin
principle means that when a service provider wants to provide his services into another Member
State without a permanent presence there, he has, in principle, to comply only with the
administrative and legal requirements of his country of establishment. This means that Member
States may not restrict incoming cross-border services from a provider established in another
Member States by applying its own administrative and legal regime in addition to the

requirements the service provider is already subject to in his Member State of establishment...”.

The importance of this principle for television is not to be underestimated, as it is identified thus
in AVMS §33: “The country of origin principle should be regarded as the core of this
Directive, as it is essential for the creation of an internal market. This principle should be
applied to all audiovisual media services in order to ensure legal certainty for media service
providers as the necessary basis for new business models and the deployment of such services. It
is also essential in order to ensure the free flow of information and audiovisual programmes in

the internal market.”

An example of this is that jurisdiction of a television channel is in the country of origin,
meaning that for instance a channel whose country of origin is the UK targeting another country
adheres to rules in the UK, and not in the country of reception. The purpose of this principle is
to secure the free competition in the internal market — but still also having some minimum rules

to which the Member States are required to adhere.

The analysis is based on secondary data from the sources mentioned below:
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e The 2008 data from EURODATA TV (2009) on television channels and their share in
each market is used to identify the majority of television channels in each of the selected
sample markets.

e The channels are then checked in terms whether or not they originate in a particular
sample country or from a foreign country. This is done by using primarily the MAVISE
database from the European Audiovisual Observatory and in some cases the independent

regulatory authorities’ websites for more detailed information.

This method of measurement can be used to identify share of domestic and foreign television
channels. More importantly it can also assist in identifying if market conditions are different for
small markets with larger same-language neighbours, and in combination with the defined
ownership below on public and private competition it can help establish a more detailed picture

on difference in competition between small and large markets.

3.3.2.3.3 Language: Small market with same-language large neighbours

Language is important as it can function as a measure to increase or decrease barriers to entry.
Small markets with a large same-language neighbour will be especially subject to this, and it is
therefore of interest in terms of identifying any difference between these and similar small

markets in contrast to larger ones.

Small markets with large same-language neighbours are expected to face conditions equal to
those of the large markets, or at least harsher than ordinary competition as a consequence of
their similar language. This is because language makes it easy for the commercial players in the
large markets to perceive small markets with the same language as an enlarged part of their own,

especially if these are regionally extended.

To analyse this I will use the analysis on market competition to include a separate analysis on
small markets with a same-language larger neighbour. That is because usage of the country of
origin principle allows me to identify difference between a small market with and without larger
same-language neighbours in terms of relative foreign penetration from the same-language

markets into the domestic market.
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Data and usage is similar to the use of the methods above using country of origin and public —
private ownership. The measure is important to get a grasp on the challenge of a particular

category of markets in Europe with particular conditions.

3.3.2.3.4 Summarising competition measurement

In short, the combination of foreign and domestic based on the country of origin in combination
with public and private ownership will enable me to compare the influence of size on the
differences between the public and private competition, as well as the degree of difference there
is in domestic television vis-a vis-foreign television channels. Figure 2 below illustrates the

division.

Figure 2: Analytical overview of competition

Public

Domestic Foreign

Private

The figure illustrates the analytical perception used to answer the first research question.
Furthermore, the combination will allow me to establish the level of government intervention as

well as establish an idea of foreign penetration.

3.3.2.4 Research question E: How does size influence the level of concentration in

television markets?

To frame the analysis of concentration the concepts and measurements used on this is defined
below. First the research questions as well as sub-questions are stated, followed by how it will

be researched.
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RQ E: How does size influence the level of concentration in television markets? This will be

divided into two sub questions:

a. How does size influence market concentration from an overall structural

perspective?

b. Is it possible to identify any trends concerning ownership of multinational

companies?

This will be researched by investigating the influence of size on market concentration to identify
difference in level of concentration in small and large markets, as well as to identify difference
with regard to impact of government intervention. The analysis will show if smaller markets are
more concentrated than their larger counterparts, as well as the position of the PSBs in the

sample markets.

Analysis of size influence of market concentration will be done by using the two sub-research
questions. Using this division will allow investigating the relationship between size and the level
of market concentration by using multiple regression. Importantly, it will also allow me to
identify the importance of state intervention. Furthermore, there will be established a short
overview of transnational ownership of television companies in order to identify the potential

difference in impact of multinationals in small and large markets.

In order to analyse these question concerning difference in market concentration the concepts

have to be defined in a way which is measureable.

In order to measure market concentration and transnational ownership I will use two different

markets to categorise the data:

e [ will use ownership to identify the owners of television channels to identify the largest
television companies in each market, which will also help identify differences in the
degree of state intervention. Identification of ownership of individual television channels

is also a prerequisite for measuring market concentration.

e [ will use market concentration to identify differences in the level of market
concentration measured by two different methods, namely concentration ratio (CR) and

the Herfindahl-Hirschman Index (HHI) to enable perception of differences.
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3.3.2.4.1 Ownership

I will use ownership to assist in measuring market competition by studying State intervention
and as a perquisite for analysing market concentration. Similar to above it will be a technique to
define the units of analysis before analysing them. The concept will be used to help measure

market competition two-ways:

Firstly, it will be applied as a way to link television channels in particular market to the
company which owns them. This enables the basis for measuring market concentration. This
proved a bit challenging as ownership by share of television channels made it somewhat
difficult in some markets. In some instances, where joint ventures are involved, a decision was
made on where to place the particular channels. One example is the joint venture between BBC
World Wide and Virgin Media television LDT, where the channels have been placed under

Virgin. This information is present in appendix D.

For instance, the Danish publicly owned television station TV2/Denmark A/S consists of six
channels, one of which is owned jointly with MTG (TV2 Sport), and five own channels (TV2,
TV2 Zulu, TV2 Charlie, TV2 Film, TV2 News). Combined these channels establish a share of
40% daily audience share, and 41,9% in primetime. This means that TV2/Denmark A/S
represent the single largest television company measured by audience share in Denmark. The
channels with relation to TV2/Denmark was identified and the share combined to establish the

company overall position in the market.

Secondly, it will be applied as a method to identify transnational ownership using ownership in
each of the included markets as a way to identify the influence of multinational corporations on
domestic television markets. Note, that ownership by a multinational corporation of a domestic
company does not make that particular channel foreign based on the country of origin principle.

This is as such way to measure foreign ownership of television companies.

This enables me to identify the impact of multinational corporations in each market by studying

for instance the position of for instance Pro.7.Sat.1. in the sample markets.
The analysis is based on secondary data from the sources mentioned below:

e The data from EURODATA TV (2009) on television channels and their share in 2008
from each market is used to identify the names of the television channels in each of the
selected sample markets.

e The names of the television channels are then combined with information from the

European Audiovisual Observatory database MAVISE, the business database — with
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financial reports — Amadeus, the Television Business International yearbook, and in a

few situations contact to regulatory authorities to construct the information necessary.

Combined, these measurements of ownership are required to measure market competition. One
set of data has thus been constructed specifically for use for the analysis in chapter 5 to enable
investigation of the hypothesis; this was done by using the share of individual channels from
EURODATA TV and identifying the ownership of these channels using databases. These data
have been established combining different data sources in the research process and consist of

original information not directly available elsewhere. The data is available in appendix D.

3.3.2.4.2 Market concentration

Market concentration measurement is a useful tool with which to indicate the level of
competition in the television market. But it also illustrates the importance of political
intervention. Along the same line of argument, it can also identify differences in market
structures and company ownership. While I mainly focus on the European markets, research on
the legislation and regulation of the horizontal merger guidelines of the EU (2004) and the US
(1992, revised 1997)*"" will be applied to establish some tools and methods on how and why to
study market concentration. The concentration in a market is a function of the number of firms
and their respective share of a market (Albarran, 1996), television viewing in this case. In other

words, it is a tool used to illustrate the relative market competition (Tirole, 1988).

The hypothesis that television markets in general are highly concentrated and operating under
conditions of oligopoly is based on assumptions of imperfect competition based on market and
content good characteristics. The theory of oligopoly, being relevant for TV markets, is
embedded in literature, but little research has been done to indicate the overall market
concentration ratios comparatively. A main challenge lies in the method of measurement, where
Hannah and Kay (1977) have argued on behalf of one-parameter concentration indices,
containing both the Concentration Ratio (CR), the Herfindahl-Hirschman Index (HHI) and entry
measurements. Both the CR and HHI are commonly used; see for instance Whinston (2006) for
application in horizontal mergers as well as Porter & Zona (1993, 1999) for research into

collusion in relation to state highway construction and school milk contracts.

Although application of competitive behaviour comprises more than market concentration

measured horizontally, is does provide a picture of the competition in the individual markets,

97



indicating the market structure and thus is useful for further research. However, there have been
cases such as the electricity market, where it has proved an inadequate measure, as indicated
empirically by Borenstein, Bushnell and Knittel et al (1999). The intention here is to establish an
initial perspective on comparative TV market concentration, in order to document this

empirically.

Applying the market share of television viewing is equal to establishing consumer consumption
of the television commodity; it is thus useful to establish the current level of concentration in an
environment characterised by fragmentation of audience. The degree of market concentration is
usually evaluated based on number of companies (one, few, and many) and their relative size. A
market is considered concentrated if it is dominated by a limited number of firms. In short, the
fewer the producers, the more market power the individual firms can utilise due to their market

position.

Market competition and market concentration are related and increased market power of single
or few companies can have adverse effects on the competitive environment. This will allow
studying the level of concentration in the markets, and to which degree the markets can be

identified as concentrated.

The analysis is based on the data established by combining the raw data from EURODATA TV

and ownership as defined above. This is thus a set of data established specifically for this thesis.

In order to measure market concentration the prerequisite of how to determine market share of
the individual companies in the market has to be defined and how this will be applied to the

concentration measurement techniques.

3.3.2.4.2.1 Measuring market concentration

Market concentration calculations are based on primary owner, meaning that they show the
aggregated share of television viewing for a particular media corporation. What the tables
indicate is the concentration of television viewing based on the aggregated share of corporations

owning or having a majority share in specific television channels in different companies.

There are several different ways of measuring market concentration: two of the more usually
applied are the CR and the HHI (Albarran, 1996; Hoskins, 2004; Wirth & Bloch, 1995; Tirole
1989).
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Applying these two methods for measuring market concentration is also in line with what has
been pointed out in the EU (2004) Guidelines on the assessment of horizontal mergers under the
Council Regulation on the control of concentrations between undertakings (hereafter EU
guidelines) are given in point 16: “The overall concentration level in a market may also provide
useful information about the competitive situation. In order to measure concentration levels, the
Commission often applies the Herfindahl-Hirschman Index (HHI). The HHI is calculated by
summing the squares of the individual market shares of all the firms in the market. The HHI
gives proportionately greater weight to the market shares of the larger firms. Although it is best
to include all firms in the calculation, lack of information about very small firms may not be
important because such firms do not affect the HHI significantly”. As supplemented in the
guidelines, note 17, the “If appropriate, the Commission may also use other concentration
measures such as, for instance, concentration ratios, which measure the aggregate market share
of a small number (usually three or four) of the leading firms in a market.” Both measures of

concentration will be applied in the analysis.

The HHI and CR are applied to estimate the relative market concentration where the index
ranges between zero and 10,000, while the CR maximum is 100. In both cases, the closer the
figure is to zero, the less concentrated the market and the more atomistically it functions, while
the higher the figure and the closer it is to 10,000, the more monopolistic it is, where pure
monopoly conditions are at the top. In between there are oligopoly and duopoly conditions. As
pointed out in the EU guidelines, small companies do not impact the HHI as the weight given to
larger companies is proportionally larger; to counter the fact that I mainly consider the six
largest companies, I have corrected the remaining share into single percentage companies to

increase the level of concentration to a more correct level.

Furthermore, to establish differences between all-day and prime-time concentration, both have
been included in the calculation. There is still a small bias for the most fragmented of markets,
meaning that for those border cases, I have to take into account that the figure might be a little

higher, but not by much as the largest have been included in the calculations.

As not all data for all markets were available a dataset based on the six largest TV-companies in

each market and their type of ownership was constructed, see appendix D.

Two different measurements will be applied to establish the overall market structure in each
market.
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3.3.2.4.2.1.1 Herfindahl- Hirschman Index (HHI)

The HHI will be applied to establish an initial level of market concentration based on the HHI
level set by the US Department of Justice and the Federal Trade Commission (1992, revised
1997) in their Horizontal Merger Guidelines (hereafter US guidelines) for concentration market
shares in chapter 1.5, which are the following: “The Agency divides the spectrum of market
concentration as measured by the HHI into three regions that can be broadly characterized as
unconcentrated (HHI below 1000), moderately concentrated (HHI between 1000 and 1800), and
highly concentrated (HHI above 1800)...”. Applying this framework will help establish the
difference between small and large markets, as well as the overall difference between the

included markets.

HHI is calculated in the following way: HHI = 'E":isz where s represents the squared market
share of the media company. The N represents the total number of companies in the market. The
application of squared market shares means that the largest companies are attributed a higher

importance for the concentration than the smaller companies.

This is also why the lack of smaller companies is not important; the main concern is to recall
that the share of the rest must not be represented as a single company as this might skew the
resulting level of the index, i.e. having a 10 % market share left can have an impact if the
company represented is a single entity, but if it is 10 single 1 % companies, or even 20 ¥2 %

share companies, the impact would be minimal.

This is also the reason why I can apply the HHI using the six largest companies’ market shares.
In short, the equation ensures that the market share of the larger companies is attributed a larger
weight; this is done by considering the relatively higher importance of the competition process
(Tirole, 1988).

The ratios from the US will be applied to establish the level of concentration in each market.

3.3.2.4.2.1.2 Concentration Ratio (CR)

The dataset allows me to establish separate concentration ratios for the one to six largest
companies, hereafter CR1-6, in the sample markets. The figure represents the number of total

share each company has when combining all the channels they own. The CR1-6 index will be
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applied to study the difference in concentration and ownership in the included markets. I will
present CR1-6, because this is a supplement to the HHI analysis, which will enable me to

identify differences in the market power and constellation of companies, such as duopolies.

The CR is a simple but effective way of showing the relative concentration within the market
(Bain 1953; Tirole, 1988) and has been applied broadly in literature as the determinant for
market structure. Concentration ratio is calculated the following way: CR(n) = Zf,s; where the
s; represents the i’th company market share, n is the included number of companies used to

measure the concentration ratio.

The measurement of the CR is based on ownership as defined above, where the individual

channels of a company is combined to establish a figure for its market position.

I will apply the CR1-6 figures to establish the degree of change between the CR (n’s), meaning
that if you have a CR4 of 83.4 as in Denmark, is becomes easy to neglect the fact that the first
two companies represent 68.9 of these (DR and TV2 Denmark A/S), and also that this places
severe limits on how large the 5’th included company can be. Applying the variation between

the 1’th companies can indicate the market structure in terms of major companies.

The analysis will be useful in determining the market position in different markets, and help

enable use of the HHI for a separate measurement of the market structure.

3.3.3.4.2.2 Summarising market concentration

In short, this combined analysis will help establish if size influences these aspects of market
competition, but also if there is a difference. I expect size to impact the market concentration
level, but also that I can identify the influence of state intervention. To be clear, I cannot know
how these variables relate to size, although I in general expect media markets to be
concentrated; this goes for both small and large and there is no pre-conditioned research
available substantiating the size impact using analysis of this type. On the other hand, following
the same logic, interpreting the results is also challenging, as what I see might well be a
consequence of intervention practices. This chapter could establish information on the
consequences of governmental intervention or the lack thereof. Furthermore it will help
establish is small markets are more concentrated than large, or if television markets in general

are highly concentrated.
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3.3.2.5 Summarising the analysis of market competition

The focus in chapter 5 will thus be on the difference in competition between small and large
markets, and in small markets with large same-language neighbours. Furthermore it will help
identify the scale and scope of state intervention in the market. The combined analysis of public
and private ownership as well as domestic and foreign television in chapter 5.3, with the
analysis of market concentration and transnational ownership in chapter 5.4, should establish an
overall idea of how size influences in small and large markets. The combined analysis in this
chapter is carried out to substantiate the hypothesis that size should influence market
competition as a consequence of similar market and content characteristics, but also if this is
offset by state intervention. This analysis will help verify whether the theoretical assumptions

can be considered in accordance with empirical observations.

3.3.3 The structure of the analysis

The structure of the analysis follows the hypothesis and related research questions:

The first hypothesis presented in chapter 3.3.1, Analysing the first hypothesis on the influence of
size on market volume and the production of original domestic content, is studied using three

research questions (A-C) operationalised in chapter 3.3.1.2 till 3.3.1.4.

The analysis in chapter 4, The influence of size on market volume and the production of original
domestic content, will investigate the first hypothesis where research questions A-C represents

the three research questions which are analysed in turn.

The second hypothesis presented in chapter 3.3.2, Analysing the second hypothesis on the
influence of size on market competition, is studied using two research questions (D-E)

operationalised in chapter 3.3.2.3 and 3.3.2.4.

The analysis in chapter 5, The influence of size on market competition, will investigate the
second hypothesis, where research questions D-E represents the two research questions which

are analysed in turn.

The combined analysis will help document the influence of size in the European television
markets using statistical data as presented in chapter 1.2, Research problem, and should enable

discussions and conclusions on potential policy implications of size.

In the chapter below the first hypothesis will be investigated by studying the relationship

between size and TV market volume as well as original domestic content.
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Chapter 4. The influence of size on market volume and the provision
of original domestic content

4.1 Introduction

The media plays a central role in modern life: its news and debate function provides an arena for
public debate between politicians and the public, but also for securing different types of
entertainment, informational and cultural content (Hutchison, 1999). Media pluralism does not
appear due to an invisible hand, neither does media content, just because of consumer demand,
since there is no guarantee of the home-produced commodity being more profitable than
acquired content. This is because it is challenging to establish a profitable business in a single
domestic market alone. The conditions for the provision of media content in small markets are
absent. Traditionally, newspapers had the benefit of the subscription model in combination with
advertising, and this model moved successfully on to the TV markets, with the result being more
dependable revenue streams, at least for now; at some point the television industry will face the
same challenges as the newspapers, but for now and for the foreseeable future, the current
conditions will dominate. However, even if the change happens, the argument presented below

will continue to hold for as long as culture remains representative of an exclusionary function.

My first hypothesis is that Size is linked to scarcity and therefore influences the critical mass of
television markets: meaning that size influences the critical mass in television markets based on
availability of revenue understood as monetary TV market volume and the availability of
original domestic content. Consequently the larger a market is, the greater the potential volume

of the television market and domestic production.

This is based on the argument that every size of television market has characteristic dynamics
that are more or less applicable everywhere, and that the explanation for key differences lies in
relative market leverage. This can be conceptualised as an expression of the market’s inability to
allocate resources efficiently for television content, which is generally the case in media markets
due to conditions of imperfect competition and the higher potential for market failure in media
goods. This analysis focuses attention on how size influences market conditions. I approach the
task by examining differences in market volume and domestic programming between smaller
and larger markets. I utilise population size and economy size as proxies for market size as

defined in chapter 1.2.3, Defining size, on page 19.

I begin with quantitative analysis to clarify the available revenues in the individual television
markets. This establishes TV market volume and is the result of combining the three primary

streams of funding for television: public subsidy, advertising and subscription. I rely on
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statistical multiple regression to investigate the relationship between size and market volume.

The findings are substantiated by using the quantitative data.

Secondly, I study whether size influences the level of investment in domestic TV content. That
is handled by investigating the volume of originated programming, defined as all programming
that is commissioned by domestic operators rather than acquired from the international market.
This is useful for identifying the relationship between the two size variables (population and

economy) on the expenditure for originated content. The same statistical techniques are applied.

Thirdly, I substantiate the claim that size of population and size of economy interact. This is
useful for establishing how size influences TV market volume and expenditure on originated
content both individually and through interaction. Both the size of the population and the
economy are important because they influence the critical mass of the market. The larger the
market, the more revenue should be available on the one hand, and the more cost can be spread
on the other. I argue that the provision of domestic content is influenced by size, due to the logic

of collective funding and increasing returns to scale.

Investigating the first hypothesis begins with a recap of the essential argument, followed by
three chapters (4.3-4.5) where the relationships of interest are investigated. Chapter 4.2, The
argument on the difference in the influence of size, focuses on why there should be a difference.
That is followed by empirical analysis of the TV market volume (chapter 4.3). Then indication
for difference based on expenditure on originated content is demonstrated empirically (chapter
4.4). This leads to the presentation and testing of four varieties of size (chapter 4.5). The
analysis concludes with a discussion of the importance of size in the way that TV markets are

structured and how TV systems work (chapter 4.6).

4.2 The argument on the difference in the influence of size
The theoretical argument presented in chapter 1.3 is that the influence of size is a consequence
of small and large markets being subject to similar market and content good characteristics,

which in effect due to differences in scarcity (critical mass) leads to different market conditions.

Although it is certainly the case that smaller and larger TV markets have similar characteristics
as a result of the way broadcasting technology works, there are significant differences in the
dynamics that characterise comparative contexts. These differences are caused by variations in

market volume and supply. This suggests the importance of market leverage: differences in the
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dynamics accounting for variation in smaller markets are due to the market’s inability to
leverage the critical mass necessary to provide media content goods, where cost of production is
independent of consumption. In short, it costs as much to make a programme for a few people as
for a multitude because costs are fixed, in large part. This is especially pertinent to the dynamics
of smaller markets, because less ability to leverage must limit the potential for achieving higher
efficiencies related to scale™™.

The argument is based on an assumption: it is in the joint interests of both the state and
consumers to secure domestically-produced content because audio-visual representation has a
crucial role in contemporary national culture. The culture that characterise a people as a nation,
both in their distinctions and connections, are produced and must be continually reproduced in
society. A complex interaction between preservation and incorporation is obvious everywhere,
and increasingly today this is related to influences from abroad via the impact of globalisation.
This is not always a peaceful, easy-going process, but rather frequently characterised by clashes
over values and identities, both inside domestic cultures and in response to external cultures.
Domestic content distils and represents these cultural dynamics in various generic formulations,
including humour, news, drama and current affairs — really, in every genre as the concept of
“working through” clarifies (Ellis 1999). For matters related to cultural identities, self-
perceptions and perspectives on the world, and every collective routine of social practice in

societies today, domestically originated television content plays crucial roles.

For smaller markets this is problematic because domestic programming is typically unable to
produce sufficiency across all types of genres in amount or quality, or both. The market is
materially too small to support that. Domestic companies in smaller markets therefore face
common difficulties, i.e. difficulties they all experience, in being unable to reach the efficiency

of scale required to produce all the content that is needed.

This situation fuels a related tendency. Mass media require some form of collective funding
because production cost is independent of consumption™. Because content is expensive to
produce but cheap to purchase, there is an incentive to buy tested formats, popular series, hit
motion pictures, and other media goods because this makes attracting viewers more likely. Risk
of market failure and lack of incentives are governing principles in determining a market’s lack

XXi

of original domestic content™" .

Financial strength is a relevant issue when it comes to the media, especially when studying the
relative potential of investment into domestic content as well as being able to withstand

fragmentation and increased international competition. Below, I will look further into this issue
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by studying the volume of the television market. Media content commodities are public goods,
while encryption changes them to excludable and thus into club goods (Samuelson 1958; 1967,
Buchanan 1965; Ostrom, 1990); some can be argued as being merit, or de-merit goods
(Musgrave, 1969). The electronic media content good carries characteristics of non-rivalry per
definition and can be non-excludable as well as excludable, depending on the form of

XXii

distribution. Nonetheless, their characteristics as creative works™ establish them with public

good characteristics in terms of their production“ﬁi.

In other words, the companies face difficulties in reaching an efficient scale for enabling
domestically commercial media companies with national produced content. This is an effect
caused by characteristics of electronic media content goods, and this brings about the condition
of collective funding, where cost of production is independent of consumption. To clarify this, I
have to emphasise the funding of television, which usually comprises advertisement,
subscription relay from distributors, public subsidy or a combination of all three. Advertisement
is a risky way of doing business, especially in small markets, and particularly if dependent on a
single domestic market, as domestic companies in times of crisis have difficulty investing in the
content of interest due to decreases in advertisement revenue. Subscription relay, while being
more stable, is still problematic as it is dependent on the willingness of the consumer to
maintain the subscription and not to select a substitution, especially if the distributor attaches
less popular channels to popular ones to secure supply. As it is expensive to produce domestic
content and cheaper to buy programmes, there is an incentive to purchase tested formats such as
series, films and other content known to attract viewers, rather than investing in a project of
which the success is unknown and the period of production potentially long. Risk and lack of
incentives caused by market and media content good characteristics are the governing principles

XXiV

here when it comes to the lack of original domestic content.

This complexity is explained by difficulties related to the nature of media content as public
goods, as well as in economic theory where increasing returns to scale explain how the cost of
production is independent of consumption. This situation produces typical challenges in

securing sufficiency in original domestic content:

1. The non-rivalry characteristic of media content (meaning the same content can be
consumed by more than one person at no added cost) with high potential for non-
excludability™";

2. Increasing returns to scale because the cost of production is independent of consumption
(meaning that most of the costs are sunk in producing the first copy, with duplication

being fairly cheap);
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3. Higher levels of efficiency in scale caused by the collective funding function, especially
important for smaller markets (meaning that domestic broadcasters depend on single
markets while multinational corporations are able to distribute the same channel or
content — dubbed or subtitled — to several markets at once, making it much easier to
realise efficiency of scale).

4. The scale and scope of the market intervention are determined politically and thus are

based on what is considered to be in the merited public interest in a particular market.

Smaller and larger media markets certainly share challenges that are inherent in television and
indeed in other forms of mass media (especially newspapers, but also radio and online). These
create considerable difficulties in ensuring adequacy in the public service dimensions of media,
long accepted as being of essential importance in the EU and other mature democracies (if only)
because media are necessary for answering the democratic, cultural and social needs of
respective societies. It has also long been accepted that smaller countries share challenges in
being subject to significantly higher degrees of vulnerability to and dependency on foreign-
originated content. This legitimises varying levels of policy intervention that are intended to
correct the deficiencies.

I argue that the small and large media markets share challenges which lead to difficulties in
ensuring the provision of original content serving democratic, cultural and social needs. The
argument is that states have common challenges in the broadcasting market, which the market is
not capable of securing independently of state intervention. This is a familiar premise presented
in relation to state intervention in the electronic media market (Peacock, 1986; UNESCO, 2005).
A similar line of argument has been present in the EU since the Amsterdam Treaty, when a
Protocol on the system of public broadcasting in the Member States was adopted (Treaty of
Amsterdam 2 October 1997). This is also in line with arguments presented in the revised
communication on broadcasting from the EC on the application of state aid rules to public
service broadcasting (2009) where the states have the right to provision services in the general
economic interest (SEGEI) as per the Treaty and the Protocol when of the purpose is fulfilling
the democratic, social and cultural needs of a particular society as well as securing “pluralism
including cultural and linguistic diversity” (communication, point 47). Furthermore, it is
explicitly noted that smaller Member States face real limitations in their ability to finance public

services in media due to the higher cost per inhabitant (Communication, point 42).
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Media is a risky business and there is a reason for publicly supporting broadcasting in terms of
securing content. These are some of the problems common to the broadcasting industry, which
from a policy perspective could require market intervention in both large and small markets, but
it can be argued they are affected differently, as the level of collective funding for securing the
same level of services will impact on small markets more than large, as a result of how cost can
be distributed. However, even in the US, the largest media market of this study, there is an on-

going debate on the topic of subsidising news production (Downie & Schudson, 2009).

The market in and of itself cannot be expected to provide the full variety of desired programmes,
especially in smaller countries with their reduced volumes of domestic resources. To this I can
add the even greater problems with regard to informational and educational programmes, that
are typically not commercially profitable. In practice, this means that while the costs for a one-
hour production are relatively the same in Germany and Denmark, for example, the main
difference lies in the number of people available to co-finance production, as well as the relative
wealth of the respective societies (an issue that becomes especially pointed in certain countries
in Eastern and Central Europe today). As a function of population size alone, Danes must pay
more per capita than Germans if they want to enjoy the full range of media goods that are

typically considered necessary for democracy, society and culture.

The background to this discussion hinges on the notion of a public interest in providing specific
media goods and services to society as a whole, and which are inherently beyond the particular
tastes of an individual consumer (McQuail 1992). This implies the importance of accounting for
differences in the volume of public expenditure on media as a factor of available revenue. Of
course, the commercial sector has an understandable interest in establishing common markets

and promoting free trade.

The potential of export markets does significantly increase business opportunity. But it is
equally understandable that in smaller markets, policy-makers have a quite reasonable interest in
ensuring the viability of domestic audio-visual production in all the varied genres of content and
media products necessary for the well-being of the societies for which they are responsible, and

to which they must be accountable.

The fact that this is understandable on both sides accounts for the continuing disagreement
between the EU and US over policy in television trade (among other things). The US claims that
the EU violated the GATT agreement in formulating policies that require some percentage of
European originated works in the totality of programme output in Member States (e.g. in the

Television without Frontiers directive from 1989 that was recently amended in 2007 and again
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in 2010 as the Audiovisual Media Services Directive (see Filipek (1994) for further

information).

EU legislation since the mid-1980s has facilitated the establishment of the dual system of public
and private broadcasting sectors competing in Europe, along with a strong commercial media
sector that is now able to compete in scale and scope across the continent. This has undeniably

benefitted diversity in content and pluralism in provision.

Although under fierce attack today, public subsidy has been essential to ensure that competition
is robust for markets where it would otherwise collapse due to problems inherent with
economies of scale inside and across European media markets. Ironically, however, EU policy is
today limiting the competence of state policy to handle media matters, matters that have
undeniable importance for both historical and cultural interests as well as efficacy in the
performance of competition. The evidence points to a very different conclusion than the

contrary claims about public subsidy creating ‘unfairness’ in conditions of competition.

The reason for choosing the relation between the dependent variable media market volume and
the independent size variables of population and economy is that if there were no relation, this
would make the reasoning behind existing policy problematic; if the relationship on the other
hand was positive, it would establish that small markets were in effect challenged in a way
where policy directed towards large markets would risk worsening the effects. This should also
show the market failure argument concerning the level of media content provision, in the
relation between TV market volume and the provision of public goods. To be fair, it would also
question the validity of studying large market policy success, as implementation could easily

have little effect, or in the worst cases adverse effects in a small market.

Nonetheless, most markets are vulnerable and dependent to some degree on foreign production,
and this is expressed in different ways: for the broadcasting market this should be indicated
clearly based on the volume of the media market and the (in)ability to provide domestic media
content goods. This entails the fact that vulnerability and dependency are ex ante conditions of
the overall challenges facing the TV markets. It also means that these concepts are more
descriptive than actual as they are attributed to an effect of a separate condition, here in the case

of TV markets related to scarcity, critical mass and the media content good characteristics.

This analysis deals with material limitations and necessities caused by differing levels of
potential in market leverage in variously sized markets, which affect the ability to provide
domestic public services in the media. Despite claims of market distortion and the desire for

some universally applicable template to steer media policy fairly in respective Member States,
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variability in market conditions means that what might count as distortion in one country cannot

be considered as such in another.

There is no universal best practice. Rather, policy in each Member State must take account of all
the particularities and traits of each respective television market, even if the medium as a
technology has inherent characteristics that create commonly shared challenges, as noted earlier.
There is a case to be made that in the struggle between commercial and cultural interests, which
is certainly evident in EU media policies, what has been taking shape in recent years appears to
be tailored more towards catering to the interests of the large Member States with their inherent

advantages than to the small Member States with their inherent disadvantages.

There are four points to highlight. Firstly, that size is important for the television market volume
as the size of the population and economy influence the critical mass of the market. The larger
the market, the more revenue should be available, and the more cost should be spread out.
Secondly, if this is correct, a relation between size and the provision of domestic media content,
defined as expenditure on originations, should follow. In connection with the point above, I
argue that the provision of domestic media content should be influenced positively by size, due
to the potential for spreading out cost based on the logic of collective funding and due to the
increasing return to scale, and therefore the potential for more than a few companies to achieve
efficient scale. Furthermore, the prerequisite for this is that the total available revenue is higher
in large markets. Finally, I argue that I should be able to identify interaction effect between the

categorical (small, large) size variables.
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4.3 Research question A: How does size influence the availability of
revenue in television markets (TV market volume)?

4.3.1 Introduction

I argue that there is a relation between size and the available revenue in the television market,
i.e. the market volume. The three sources of revenue all influence the total market volume. If
this is correct, I should be able to identify an effect of size on TV market volume as per research

question A.

My hypothesis is that I should are able to identify an effect of size on television market volume.
I have argued this to be positive due to the characteristics of media content and the difficulties of
the non-rival in consumption characteristics which ensure difficulties of collective funding and
minimum efficient scale in combination with increasing return to scale. The problem here is that
the bias should consist of a positive number dependent on other potential revenue sources which
may well be higher in large markets. The argument is that market volume defined as the
aggregated measure of public subsidy, advertisement revenue for television and subscription
revenue in million € is dependent on size defined as the size of the population in millions and

economy as PPP GDP per capita in dollars.

The analysis is a first step to ascertain the relationship which in theory should be there, based on
the characteristics combined with scarcity considerations and thus critical mass. Should this not
be the case, size might not have an effect on television market volume, which would be an

interesting finding in itself.

To investigate this, I applied a multiple regression analysis for both the independent variables of
population size and economy size on TV market volume. As the number of observations is
limited to 26, I must be cautious about conclusions. On the other hand, the sample includes the
majority of EU member states, so there should be fair validity for the European context. This

analysis is a first step to ascertain whether the expected relationship is statistically significant.

First I will present the multiple regression analysis of market size on TV market volume.
Subsequently, I examine the statistics: first the individual markets are ranked and divided into

the three types of revenue. A short conclusion on the empirical findings ends the chapter.
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4.3.2 Regression analysis on TV market volume
This is the first step in substantiating the influence of size on the television markets, where I will
present the difference between smaller vis-a-vis larger markets. This can help position my

argument on the importance of leverage.

I assume that size influences the level of market volume: this calls for a statistical analysis of the
hypothesised relationship between size of economy and population regressed on TV market

volume. The results of the regression can be stated like this:

Table 12: Regression statistics on the relation between population and economy size on
the TV Market volume

Population Economy
Coefficient 154.459%** 0.006%#**
SE 8.568 0.19
t-statistic 17.835 3.238
Observations 26
Adjusted R* 933
R* 938
F statistic 174.932
Prob > F 0.000
Durbin-Watson 1.883
Variance Inflation Factor (VIF) 1.018

**k% (k%) [*] denote significance at p < 0.01, (p < 0.05), [p < 0.1]. The regression statistics are

available in appendix C.1.

The table shows the results of the multiple regression for population and economy size in
relation to TV market volume, and indicates that even based on this sample, the regression does
a good job of explaining the variation: the explanatory strength for the overall model is around
93%. The assumed relationship between size and TV market volume has been substantiated with

this. Summarised, the model is statistically significant with the coefficient of determination
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showing a strong positive relationship between the variables in question in terms of the variation
between the overall model of size and TV market volume. This means that the smaller the
market, the less available revenue there is, i.e. in small markets there is less revenue than in the
large. This is in line with theory, but implies that small markets provide less domestic media
content: this will be investigated in chapter 4.4, The influence of size on the level of original
domestic content in television markets, below. Furthermore multicollinearity is not a concern

when using these particular variables for measuring size as the VIF figure is just a little above 1.

The model proposed substantiates the relationship between size and TV market volume in terms
of the level of revenue as hypothesised. This confirms the first step of my statistical analysis of
size, which also illustrates the difficulty of small markets in securing sufficient size to provide
public services, e.g. they cost more per capita due to the public good characteristics of media
content, assuming that the less volume a market has, the less revenue is available for domestic
production. The increasing return to scale difficulty combined with the problems of reaching
minimum efficient scale in the market lead to high potential levels of market failure in the
television markets if there is an interest in domestically-produced content in small markets;
while larger markets are more able to sustain production, they also face the difficulty of
providing specific niche content, which cannot be utilised efficiently through economies of scale

at the international level.

The results for population and economy size in relation to TV market volume indicate that the
regression is robust in explaining variation. The assumed relationship between size and TV
market volume is substantiated. This also partly underlines the importance of studying whether
there are varieties of size influence. For instance, while Poland is large when measured by
population, it is relatively small when measured by economy. This is a good contrast with the
Danish market, which displays the opposite characteristics. This points to the relative character
of size where a small population with a relatively large economy can, in principle, invest a
similar amount of revenue to a market with a large population but a small economy. In short, the
model is statistically significant with the coefficient of determination showing a strong positive

relationship between the variables.

This initial analysis confirms the first step in my statistical analysis of size and supports my
discussion about the difficulties that small markets have in lacking sufficiency of size (in one or
both dimensions) to provide public services in media. They simply cost more per capita due to
the public good characteristics of media content as larger markets can spread the costs more.

The increasing returns to scale combined with a difficulty in reaching efficiency lead to a higher
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potential for market failure in domestically-produced content. This is especially the case in

smaller markets.

Below, I shall look into the relative figures using statistics on the variation between the three

types of revenue in individual markets to further elaborate the results of the regression.

4.3.3 Market volume distribution by type
In this chapter I examine the distribution of revenue in the individual markets. My purpose is to
identify the differences between these markets regarding the distribution of the three types of

revenue (subsidy, advertising and subscription).
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Figure 3: TV market volume by type of revenue in million € in 2007 (by total market volume)

® Public Subsidy m®mAdvertisment = Subscription
1.UK
2. Germany
3. France
4. Italy
5. Spain
6. Netherlands
7. Belgium
8. Hungary
9. Poland
10. Sweden
11. Norway
12. Denmark
13. Portugal
14. Austria
15. Czech Republic
16. Greece
17. Slovakia
18. Romania
19. Finland
20. Ireland
21. Bulgaria
22. Cyprus
23. Slovenia
24. Lithuania
25. Latvia
26. Estonia

Average
Source: Based on Screen Digest for public and subscription funding and Euromonitor International for advertisement funding
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Figure 3 shows the division of revenue sources in the included markets as well as the size of this
revenue in million Euros. The smallest market in aggregated terms is the Estonian with €77
million, followed by the two other Baltic markets, Latvia with €94 million and Lithuania with
€300 million. The largest market is the UK with €16,212 million and the second largest is
Germany with €14,126 million, followed by France, Italy and Spain. The big five also represent
the largest market volumes. The middle markets are largely made up of the Nordic states,
Switzerland and Austria, but also large population markets with weak economies such as Poland.
The most interesting aspect is the diversity of the revenue levels where the individual markets
are dependent on different types of revenue. Nonetheless, from an overall perspective, the
variance in the included markets is quite interesting, and there is potential for further research

into the impact and importance of different revenue types for television diversity.

The table also indicates some noteworthy differences between large and small markets, or rather
the size of the advertisement revenue. It is interesting that the large matured markets have such
differences to the small maturing markets. The big five markets in Europe have the largest TV
advertisement markets. It is quite interesting that Hungary has a relatively large advertisement
market compared to similar market types, but on the other hand, the Hungarian public
broadcaster is relatively weak measured by audience share. The small markets are very diverse in
terms of revenue, and public subsidy is just one factor of difference, while level of subscription
revenue also plays a role. As well as the difference in advertisement revenue level. We can learn
a lot about the structure and dependencies of the small and large markets by studying these three
types of revenue, as they present information on the revenue dependencies of media companies
as well as which markets have what types of structures, i.e. pay-penetration. Surprisingly, the
markets are quite diverse, with different levels, and the effect of public subsidy makes interesting

study.

Europe is often compared with the US. The US market, with advertisement revenue of €43,668
million and subscription of €51,229 million, almost rivals the aggregated EU markets. For the
US case the entire EU market revenue would have to be pooled to be of comparison. Even the
pooled resources of the five largest EU markets would only be above 50% of the US total. That
puts into perspective whether or not the EU can actively establish reasonable competition on

audio-visual products with the US.

Most markets apply public subsidy. However, the level of that support is quite different. Several
small population markets use public subsidies to reach a higher market volume through public
broadcasting corporations, than similar sized markets measured by population. Public subsidy

and subscription revenue play major roles in some markets, but what can be claimed to be of
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importance to media companies is the diversity of revenue to reduce risk of fluctuation.
European markets overall appear to have small population, high economy markets where public
revenue plays a strong role. Large markets measured by both population and economy such as

the UK and Germany, also have very high levels of public subsidy.

Small markets in general, not surprisingly, have smaller TV advertisement markets; relatively
they represent a higher cost per household and per capita than large markets. This is in line with
the theory on public goods. A main point to remember is that what is shown on TV is content.
What generates revenue on TV is content, either through subscription fees or by selling the

audience to advertisers.

This means that revenue on TV is generated by (a) what the advertisers are willing to pay for
their productions to be broadcast to a specific target group in a specific timeslot on a specific
date or (b) what the consumers either on-demand or through subscription are willing to pay for

access to pay-TV networks.

The markets with relatively little public revenue have higher advertisement revenue to some
degree: Germany and the UK are interesting exceptions due to their particular public television
structure. Just as the relative public expenditure per capita in general is less, in large markets the
same is the case for advertisement. As the cost is mainly for the first copy production, large
markets should either have a higher amount of original content production or lower relative
costs, because what is sold to advertisers is the audience and the audience gets the content. We
know empirically that audiences in general prefer domestic content, and the tables on revenue
confirm that large state markets in general have a higher potential for providing domestic content

as a result of larger market volume.

The markets with the largest advertisement revenue are also some of those with the strongest
private commercial media companies. It might be interesting to study what type of original
production is provided; in general the smaller markets should be more dependent on imports and
have lower degrees of original production. The interesting aspect here is what differences there

are in origination and the potential impact on small markets vis-a-vis their larger counterparts.

A separate aspect here comprises the content production originating from the US, caused by the
relatively high media revenue available. Although advertisement revenue is used to represent
part of a market’s available resources for the media, it is also revenue that can be earned by
foreign-owned or foreign broadcast TV channels, especially in the small markets. This can lead

to less available revenue for domestic TV companies for production of new (original) content.
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This is part of the fragmentation problem and the small markets with same-language large
market neighbours are especially vulnerable to this diversion because of their being secondary
markets. Small markets with weak domestic media are very vulnerable; and in worst case
scenarios this can increase the dependency on foreign imports (negative spiral), weaken the
domestic production industry (due to reduced revenue), or result in an increased dependence on
well-known and tested formats. Such a development can pinpoint the reasoning for increased
public subsidy of the domestic media if the intent is to secure content produced with a national

perspective.

Studying the figures leads to the question of the dependency hypothesis, where, when I take into
account TV market volume difference, I can argue that most markets and media companies are
dependent on foreign-produced content, i.e. acquisitions. The interesting points lies in where the
media companies buy programming from and why, as well as what effect we can perceive from
the level of public subsidy, which plays quite a large role in some markets measured against the

relative market volume.

The analysis reveals that most markets apply public subsidy to some degree. But the level is
quite different for several smaller population markets, which provide more public subsidy in
order to attain a higher market volume. Moreover, this is done mainly via PSB. Denmark and
Ireland also have pools of public funding for TV production, established in 2007 and 2003
respectively, and there is also the EU media programme supporting TV production. Public
subsidy and subscription revenue also play major roles. But what seems of greatest importance to
media companies is that the diversity of revenue has varying risk reduction potential in relation

to wider fluctuations of domestic and regional economies.

European markets in general have small populations in comparative terms, and thus even in large
economy markets such as Germany and the UK, public subsidy plays a strong role in supporting
domestic audio-visual production. We should also observe that the markets with the largest
advertising revenue are among those with the strongest private commercial media companies. It
is fair to say that most individual European markets are small in comparison with giants like the
USA.

Furthermore, the tables point towards the level of political involvement. Public subsidy is
revenue allocated politically, although large markets have the potential to allocate more than
small ones and do so in most developed economies; however, it is dependent on political choice.

Public expenditure is an expression of a political choice in terms of how to deal with perceived
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merited interests and/or market failure; thus the size of public revenue is more attributable to

historical reasons and political climate than other factors.

Studying the figures of the total public expenditure illustrates a fairly diverse picture in terms of
large and small markets, as there appears to be no definite relation between public expenditure
on broadcast media and size: however, what it does indicate is that large states have more
potential to subsidise the market than their small counterparts. The big five European markets
(Germany, UK, France, Italy and Spain) are the top five countries, which clearly shows that.
Within Europe the east—west cleavage is evident, indicating that some market types are more
vulnerable to external pressure and competition than others, i.e. I cannot assume equal challenges
for all markets. Public expenditure is an expression of political will manifest in terms of how
governments choose to deal with media goods, either as merit goods or in terms of market

failure.

This chapter 4.3 has established the influence of economy and population size on the level of TV
market volume, which was as I had expected. Intervention in the market from the state can be
argued to play a major part in increasing volume in the TV market. When studying the
descriptive quantitative data, and the data on the US market, it is evident that the US market was
of such a large size that the top five European markets aggregated would only be a little above
50% of it.

Importantly, this also means that when I take into consideration the difference in public subsidy,
we can see that the European markets on the one hand are dependent on public subsidy, but also
on the other that when it comes to pay-television and level of subscription revenue, the
maturation continues to be on-going. Overall, I have highlighted what I call a first step in
identifying the influence of size by determining statistically that size as measured by population

and PPP GDP per capita influence the level of volume in the TV market.

There is no doubt that size matters for TV market volume. Size measured by population and
economy have both been shown to have significant, instrumental influences on the availability of
resources for TV broadcasting. Of course, factors beyond size also matter, as indicated. The level
of subscription revenue is dependent on the penetration of pay television, and the level of public
subsidy is dependent on the political will to intervene, as well as historical and cultural concerns
establishing path-dependency. Advertising revenue is dependent on the level of turn-over of
companies in combination with their interest in TV advertising. So although the aggregated
levels of population and economy size are significant factors, there are several underlying

mechanisms in play.
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In chapter 4.4 below, the relationship between size and expenditure on originated content will be
explored to demonstrate that this would be a logical step following the documentation of size

influence on TV market volume.
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4.4 Research question B: How does size influence the level of original
domestic content in television markets?

4.4.1 Introduction

The hypothesis is that size is of importance to scale economies, meaning that due to the
relationships already demonstrated, I expect to see a strong positive relationship between size on
the levels of investment in originated content as per research question B. If proven correct, this
will substantiate an argument that differences in state circumstances owing to the relative
variation of size in populations and economies lead to differences in the ability to provide public
media services. I will again apply multiple regression to substantiate the relationship between the
dependent variable (expenditure on originated content) against the independent variables. The 26
markets comprising my sample are again relatively limited in global terms, but sufficient to
substantiate the relationship for European policy concerns. The reasoning behind the assumed
linearity is that the larger the market, the more able it is to provide such goods. I assume that size
influences the level of expenditure on originated content. This requires analysis of the

hypothesised relationship between size regressed on expenditure for originated content.

In this chapter 4.4, the intention is to show the influence of size on expenditure on originated
content in the domestic markets. This will indicate if size has an impact, but also that, if this is
so, it would entail differences in the policy interests depending on the scale of economy and
population as these variables influence the market condition, i.e. in the case of Europe it would
entail different conditions for small population and small economy markets, such as in Eastern
Europe for instance, when compared with the Nordic markets. Above in chapter 4.3, I have
identified the difference between volume in small and large markets, and in this chapter 4.4 1

shall further examine the influence of size by studying originated TV production.

The hypothesis is that size is of importance to scale economies, meaning that due to the
relationship shown above, I expect a strong positive relationship between size and the level of
investment in originated media content. Should these variables be strongly correlated, it will be
demonstrated that size does matter, and also that public subsidy increases the level of
expenditure on originations and thus helps the production industry to fulfill consumer demand
for domestic production. Furthermore, it would help substantiate the small-large population and
economy matrix on the variance of size. This analysis, in combination with the relationship on
market volume above, will help substantiate my argument on difference in state circumstances
conditioned by the relative size of population and economy leading to differences in the ability to

provide public services.
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In order to investigate the relationship, I shall apply a multiple regression on the relationship
between the dependent variable expenditure on originated content defined as the level of
expenditure on originated production against the independent variables of size (economy
measured by PPP GDP per capita in dollars and population in millions). The reasoning behind
the assumed linearity is that the larger the market, the more able it is to provide these goods;
furthermore, it can be argued that the higher the level of public subsidy, the higher the level of
provision. In other words, I should be able to deduce the effect of size on the level of media
content provision. The relationship is understood to be positive, as the larger the market, the
higher the level of provision. I have argued that the larger market should have higher levels of
TV content provided due to their characteristics, but this does not mean that small markets
cannot reap an advantage by using the characteristics of these goods and selling the ideas for
shows (in practice defined as formats, where the idea and set-up are described) to other markets
producers for a fee: Big Brother is a successful example from the Netherlands, as is Strictly

Come Dancing from the UK.

First I shall conduct the multiple regression analysis of size on expenditure on originated content,
after which I shall elaborate the results comparatively using the statistics for the individual

markets per revenue type and per capita. The empirical findings will conclude this chapter.

4.4.2 Regression analysis on the provision of domestic TV content

I have demonstrated that size was important for the level of available revenue, i.e. TV market
volume, it should follow that size is important for the level of provided originated TV content;
this will be studied using regression analysis, to be further elaborated using statistics for the

individual markets afterwards.

I assume that size influences the level of originated content. This requires analysis of the
hypothesised relationship between size and the expenditure on originated TV content. The results

can be shown like this:
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Table 13: Regression statistics for expenditure on originated TV content (2006/2007)

Expenditure on originated content

Population Economy
Coefficient 46.042%%* 0.022%*
SE 4.231 0.009
t-statistic 10.883 2.340
Observations 26
Adjusted R2 0.840
R2 0.853
F statistic 66.469
Prob > F 0.000
Durbin-Watson 1.914
Variance Inflation Factor (VIF) 1.018

**k% (#%) [*] denote significance at p < 0.01, (p < 0.05), [p < 0.1]. The regression statistics are

available in appendix C.2

What can be seen from this regression based on a 26-market sample from Europe is that one
extra unit of either population in millions or economy in PPP GDP per capita influences the level
of originated content. The figures indicate that size in a European context can be convincingly
shown to carry strength, where 84% of the variation in expenditure on originated content can be
related to the size variable based on the overall model. Furthermore the regression is significant
and there is no real multicollinearity between the independent size variables with a VIF figure
just above 1. In other words, the larger these variables are, the more leverage there is and

consequently, the higher the level of expenditure on originated content.

This verifies my initial hypothesis on the relationship between size and originated content. These
results were as expected by economic theory, e.g. size help establish framework conditions for
market volume as indicated in the analysis above, and thus secure conditions for commercial
broadcast activity in facilitating economies of scale; whereas private commercial companies are

able to utilise economies of scale across markets, public broadcasters usually have to function in
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their particular market of interest, which can limit their ability to utilise economies of scale,

especially in small markets.

This makes sense with scarcity conditions of talent and resources in the production phases where
limitation in smaller markets in particular can lead to reduced production because of a lack of
ability to take advantage of economies of scale in the provision of public services where the end-

product is similar to public goods.

Even though news and debate programmes are relevant, their export potential when they are
produced in small markets is quite low. This does not mean that there is no domestic production
in small markets, but rather that the large market conditions establish a more viable frame for
commercial activity as it becomes more feasible to reach economies of scale; the small markets
can in this regard function as subsidiaries where the larger production companies can purchase

entry or set up ventures to utilise economies of scale.

Government can in general counter some of the challenges caused by the market and content
good characteristics by using public broadcasters, i.e. represented by the level of public revenue,
but this will not counter all, nor will it allow perfect competitive conditions in the individual

markets.

Higher levels of subsidy leading to increased domestic production are also rational, as this would
be the primary purpose of intervention. Large markets having the volume to a higher degree
service the demand for certain genres, which combined with public revenue secures high levels
of provision, as is the case in the five largest markets; the small markets with high levels of
expenditure, e.g. the Nordic countries, are highly subsidised and have a dual system with a
combination of pure public, hybrid and commercial broadcasters; see for instance Lund and
Berg, 2009. As will be indicated in figure 5 on page 129 below, these also establish these

markets as some of the most expensive per capita.

There are some issues of relevance which need to be addressed: the difficulty of measuring
public goods is also apparent in this case. It is necessary to point out that the problem lies in the
higher cost of domestic production (compared to buying in programmes) combined with the

influencing factor of public expenditure.

The economies of scale argument is relevant: a small market can only sustain a few production
companies due to minimum efficient scale, where larger markets have the potential for
production industry clusters, not primarily dependent on public revenue. The Netherlands, for

instance, has had success with formats, which benefit from the logic of increasing returns to
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scale as a creative work, where the purpose is that the purchased design can be adapted to the
individual state, market and civil society culture and language. This also means that commercial
or public broadcasters in small markets can buy in formats with proven success and adapt them
to national culture, and as such have a new piece of original material, which could be

problematic if this is the only original production there is besides news.

What can be argued is that from a political decision-making perspective, it would be beneficial
for small markets to visualise a state as a ‘club’ sharing culture and language, and while
television content does carry the characteristics of public goods, when language and culture are

applied they in a sense become club goods.

The purpose of originated content is to secure national culture, language and to provide news and
debate. This is done for the benefit of a particular group. While the UK and the US can benefit
from language in terms of potential commercial use of the economies of increasing returns, this
is more challenging for a small club with an individual language and culture. At the same time,
competition with the larger club is difficult, as the market volume is bound to create successful
shows, i.e. using logic of failure (i.e. a market situation where shows are taken off, it they fail to
live up to a set of criteria, as only one out of ten shows will perhaps succeed), which can be

bought by other markets more cheaply than the original production can be produced.

4.4.3 Expenditure on originated TV content in the individual markets

I will further elaborate the production of original domestic content by showing statistics of the
individual markets below, where it will become evident that large markets have the highest
expenditure on TV content as is also shown using multiple regression analysis. First, the data for
the individual market is presented, then for the relative expenditure per capita and finally for the
categorised state size. The intention is to establish an overview of the individual markets as well

as to discuss particularities.

Figure 4 shows the expenditure on originated TV content per market and will establish an

overview of the challenges faced by small markets and substantiate the relative size influence.
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Figure 4: Expenditure on originated TV content per market in € million 2006/2007 (from
lowest to highest)
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Source: Oliver & Ohlbaum performance (2009)

The figure shows the expenditure on originated content and indicates the market difference,
which, as the regression pointed out, illustrates that the larger the market, the higher the
expenditure on original production. The market with the highest expenditure on originated
content is Germany with €4,512 million, followed by the UK with €4,140 million: these are by
far the ones investing the most. They are also the ones representing the largest language markets:
Germany has a language market of around 100 million people capable of understanding German,
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and the UK has the benefit of lingua franca, with a large global primary language market of

around 400 million as well as an important secondary nearly global market.

These are markets with a huge potential for export, but are also the ones with very high levels of
public subsidy. The markets with the least expenditure on originated content are the Baltics and
Cyprus, ranging from €11 to €17 million, indicating differences in terms of their relative size, but

also possibly pointing to political differences.

To conceptualise the actual difference in the markets, I can point out that the BBC alone had a
TV content expenditure of roughly €2,132 million in 2009, and also importantly had commercial
business sales of around €508 million for television activities, such as channels, content and
production. The BBC group surplus for the 2009 financial year was roughly €291 million (BBC
annual report 2009). When studying the figures, it becomes evident that the BBC is a giant and

an important distributor of content, and not only for Europe.

There is also a set of markets comprising Sweden, Norway, Belgium and Denmark which appear
to have a higher than expected level of expenditure on originated content. This can to some
extent be explained with reference to the combination of hybrid and public broadcasters in these
Nordic markets and the combined Flemish and French language market PSBs in Belgium;

however, these also happen to be small population and large economy markets.

It is also worth noting that these markets equal or have higher levels of expenditure on originated
content than for instance Poland or Romania. Portugal is a separate case altogether. I have
classified it as a small economy based on my exclusionary PPP GDP per capita categorisation;
however, it has very high levels of expenditure on originated content, and there are two elements
which can help explain this: a) language markets and b) both commercial and public television

companies are active in the production of original content.

The purpose of this table is also to show the problem slightly differently. Firstly, there is a clear
small-large difference in Europe; and secondly there is a large population, large economy market
advantage in terms of securing domestic production, but also a small population, large economy
strength. The markets with the highest public subsidy also have high levels of expenditure on
original content. Nonetheless, Germany and the UK individually both have the same level of

expenditure on originated content as the aggregated expenditure in the 21 small markets.

The minimum efficient scale challenge for domestic small market companies appears to be an
empirical challenge if there is an interest in securing strong, diverse content markets

domestically. In combination with the large market TV market volume and scale of production, it

127



enables them to export to the small markets which identify with them culturally, establish
windows, and purchase bundled rights, which all are elements allowing companies to take
advantage of increasing returns to scale. For these works to be introduced into different language
markets only requires either dubbing or subbing. Germany and the UK are also the markets with

the highest amounts of public subsidy.

The markets with more than one public broadcaster or hybrids, meaning Denmark, Norway,
Sweden, Belgium, Germany and the UK, are the ones with the highest expenditure on
originations. Due to the special ‘pillar’ system of public broadcasting in the Netherlands, they
also have a high expenditure level. But still, the difference in size is almost 10 million measured
by population, and yet the Danish media system generates a particularly high rate of expenditure
on new content in relation to its population size; in contrast, the 10 million population markets of
Greece and Portugal are both below the Danish level of expenditure on originated domestic

content.

Furthermore, the table shows the related issue of relative strength between the models. For
instance, the three markets with special conditions all have both advertisement and public
subsidy revenues, but even so they are still competing with the Nordic duo-models. On the other
hand, the table also indicates the benefit of scale for large markets: a plausible estimation of
production environments would be a claim that the German and UK markets are quite
competitive. In order to establish a little more relative evaluation, the per capita figures shown in

figure 5 will be discussed below.
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Figure 5: Expenditure on originated content in the TV market per capita in € 2006/2007
(from lowest to highest)
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The Danish and Norwegian markets with €86.1 and €771 per capita are the ones with the highest
level of expenditure on originated content, followed by the UK with €68.2, Ireland €64.7 and
Germany €54.8. This is interesting as it shows that the two Nordic markets should have a level of

provision higher than similar markets, which when I look back at the subsidy and total market
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level, in chapter 4.3, might very well be the case. The least expenditure is found in Lithuania
with €3.8 per capita, followed by Latvia with €4.8, Romania with €5.8 and Poland with €8.8.
There is no clear cut distinction stating the small markets per definition have the highest per
capita or vice versa. | have both types of markets, from the highest to the lowest, and what I
identify is more in line with a difference in the stage of economic development or the relative

size.

The per capita figures illustrate rather dramatically that it costs relatively little for big market
countries to produce much more originated content compared with their small market
counterparts. Per capita expenditure confirms my expectation that public subsidy is the crucial
influence determining the level of originated content. In the light of this data, it seems clear that
small market countries are able to sidestep the typical difficulties associated with media market

and content good characteristics through public subsidy and/or regulatory measures.

The relationship between size and the provision of expenditure on originated content is very
strong, and without public subsidy there would be significantly less expenditure on originated
content. The small/large population and economy cleavage appears clearly and poses questions
for further research in terms of what effect, if any, less provision of expenditure on originated
content entails. An interesting aspect is that large and small markets have roughly equal
expenditure per capita, with the large markets having higher expenditure. In other words, the
large markets provide higher levels of expenditure on originated content, but have roughly the

same level of expenditure as small ones, which is in line with theory.

Denmark and the other current or legacy duo-systems have a higher than average level of
expenditure on originated content. Denmark appears as a special case with a higher level of
provision than warranted by its TV market volume. This is also substantiated when controlling
for markets with two or more public or hybrid TV broadcasters, where there was a positive effect
on the level of expenditure on domestic content. This is usually regulated in a way in which the
hybrid broadcasters receive benefits and privileges such as must-carry conditions from the state
in return for providing a certain level of service such as informational content [especially news
and local news] as well as drama and children’s programmes. The Danish system is in this sense
extremely successful, as domestic content is available on most of the channels, albeit quite
differently. There are similar systems in Norway and Sweden, but in a different variety, where

the hybrid, or former hybrid is privately owned.
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When I combine all the indications, the picture of dependence on foreign content becomes
evident: the smallest markets are not able to provide entirely home-grown programming [not that
this is necessarily important], and for the most part they are dependent on acquisitions from large
markets. What is also important is the relative size concern, where France, Italy and Spain and
especially Germany and the UK have substantially higher levels of domestic content than for
instance Romania and Poland. If I base my assumptions on population size alone, the picture |
get is distorted, as what I see above in general appears to be some relative combination of

population and the relative consumer purchasing power.

In this chapter 4.4, I have looked into the provision of domestic content across 26 markets and
have substantiated that there is a linear relationship between the size variables on the expenditure
on originated TV content using regression analysis. This has been as I suspected based on the
potential of joint-funding functions and non-rivalry conditions where cost of production is
independent of cost of consumption. Furthermore, I have studied the individual figures in total
and relative character where the differences in the individual markets became apparent, as did
the existence of a cleavage in the European landscape when taking into consideration the benefits

of being large.

An overall perspective where the five largest markets appear to account for around 75% of the
total expenditure on originated content does pique some interest in terms of their programme-
exports vis- a-vis the small markets as well as the difference between small and large market
provision in terms of hours per genre. Markets with duo-systems also appear relevant, as what I
identified was an increased effect when taking into consideration these types of systems when
estimating the level of expenditure on originated content; a similar picture was available when

studying the relationship using per capita figures.

The per capita figures indicated what I also showed to be a possibility using regression analysis:
that small eastern European markets face a separate set of challenges to their central and northern
European counterparts. While this also might be a political choice, it does pose some questions
as to how this affects the market and what types of programming are provided. Surprisingly, the
per capita figures also substantiated that while theory pointed out that keeping a similar level of
provision should result in lower costs in larger markets, what I see is that while this holds good
when comparing them to similar markets, it also tells me that some markets have very high

levels of provision, such as the UK and Germany.

The findings verify my hypothesis on the relationship between size and originated content, and

are precisely as expected in economic theory. Population and economy size help establish the
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framework conditions for market volume, as earlier indicated in this analysis, and thus secure
conditions for commercial television activity in allowing utilisation of economies of scale. It is
especially important to understand that private commercial companies are able to utilise
economies of scale across markets, while public broadcasters (for the most part) are confined to
functioning in the home domestic market, thereby necessarily limiting their capabilities to utilise
proximate economies of scale. This makes sense, given the general scarcity of talent and
resources that correspondingly limit the scope of what is possible in domestic production. Very
often as well, a considerable portion of available resources must be invested in news and current
affairs programmes because these are so highly relevant to the public service mandate, but for
such programming the export potential is extremely low in smaller markets with unique

languages.

Large market conditions establish more viable frames for commercial activity even here, because
it becomes more feasible to achieve economies of scale and also because their languages tend to
be spoken abroad. Smaller markets thus function as subsidiaries where the larger production
companies find it attractive to gain market entry or to set up ventures that allow them to better
utilise economies of scale already largely achieved elsewhere. In general, it is fair to say that
smaller states can only realistically counter some of these challenges by relying on PSB, i.e. by

investing public revenue in public media.

Obviously this will not counter everything, nor should it in the interests of pluralism. On the
other hand, no media system appears yet to have produced perfect competition. The evidence is
conclusive: size does impact the level of provision for originated content. However, there are
differences among the small states and markets in their ability to provide this, with the main
difference reflected in per capita figures. The result is not always purely a matter of market

economics, but rather indicates the importance of political choices via the affordance of subsidy.

Overall, I substantiated my hypothesis as presented on the relationship between size and
expenditure on originated content as well as the importance of public subsidy. Below, I will
establish the relative importance of size using a multivariate [factorial] general linear model
(GLM) forming a four-field matrix of categorised state size on TV market volume and
expenditure on originated content to investigate research question C on varieties of size, 1.e. the

relative influence of size being dependent on the market leverage.
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4.5 Research question C: Is there a relative influence of size (varieties of
size) on TV market volume and production of original domestic content?

4.5.1 Introduction

So far I have been able to substantiate the assumed relationships between the continuous size
variables and TV market volume, as well as the impact on expenditure for originated content.
Analysis of smaller and larger markets reveals differences in levels of available revenue for the
TV market, and how that affects the provision of domestic content. Market intervention through
public subsidy for originated content appears to be quite important, even crucial, for determining
the level of such provision in individual markets in all countries in Europe, and especially

important for smaller market countries.

The public broadcasters in this perspective appear to have a more significant role than originally
expected in the markets in securing domestic content in Europe, and function as a buffer for
different modes of market failure but especially so in the small markets. The arguments on
dependency and vulnerability appear to have merit in the sense that there is a difference, and that
small markets are worse off than their larger counterparts, and thus by default under classic

assumptions of dependency will import more programming than they are able to export.

My argument is that the influence of size is a consequence of small and large markets being
subject to similar market and content good characteristics, which in effect due to differences in
size leads to different market conditions. My main point hinges on the factor of market leverage.
This is relevant due to industry conditions where high fixed costs combine with a recurring need
for fresh investment in new domestic production. This is where scarcity in the absolute volume
of available talent comes into play, because that is a crucial input for capacity to train creative
personnel. Where there is a smaller talent pool and also a small financial base there are two
scarcities, making the domestic market less commercially viable due to lack of incentives. Both
aspects of market leverage constitute the critical mass needed to justify joint investments by

reducing risk on the one hand and increasing commercial incentive on the other.

To summarise, the assumed relationships between the continuous size variables and TV market
volume as well as level of expenditure on originations appear substantiated, i.e. small and large
markets have differences both in their levels of available revenue and in the provision of

originations, based on the gradual increase and decrease of overall volume and scale.

What remains is what can be defined as varieties of size based on categorised size variables of
small and large populations and small and large economies, i.e. interaction between the

categorical population definition (POPCAT) and the categorical economy definition (ECOCAT).
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Large population markets are defined those as having a population of 20 million or above, while
large economy markets have a PPP GDP per capita equal to or above the European average
figure of $24,216.80 in 2007 as per the definition in chapter 1.2.3, Defining size.

The challenges posed by the media market and media content good characteristics are not equal
between markets. While I argue that the relative characteristics are similar, this does not
necessitate that the influence of size is equal because of the varying potential of leverage; rather
than that, it is exactly different between markets, depending on the scale of size as well as the
level of political intervention in the form of regulatory measures. While the characteristics are
similar, the leverage and thus advantages and disadvantages of having a larger or smaller size of

population or economy are different.

To substantiate my argument, I will apply a multivariate general linear model (GLM) analysis
using the categorised size variables (economy and population) to study the relationship, instead
of size as a continuous variable as above. This will be done on the dependent variables of

television market volume and expenditure on originated content.

First I shall present the suggested hypothesis based on the initial argument and the results of the
analysis in chapter 4.3, Research question A: How does size influence the availability of revenue
in television markets (TV market volume)?, and 4.4., Research question B: How does size
influence the level of original domestic content in television markets. After this the descriptive
variable statistics will be presented, then the multivariate tests on the suggested relationship are
conducted; this is followed by the test-between-subjects on the relationship between the size
variables of population and economy in relation to TV market volume and expenditure on
originated content. Finally, I conclude with the statistics and the overall model. This way, I will

attempt to substantiate the relative influence of size using the leverage argument.

4.5.2 Categorised state size leverage argument

The data indicates that the larger a market is on a combination of size of population and
economy, the easier it is to provide domestic content (due to scale economics). Being a small
eastern market defined with a small population and a transition economy can be detrimental
(caused by a combination of insufficient finance and lack of political interest). On the other
hand, a small northern market with a small population but an established economy has an
increased potential for providing new content (due to level of investment based on financial

capability and political interest). The east/west difference can be considered as related to this
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difference and will be illustrated below, where the relative challenge from a theoretical

perspective is presented.

In principle, I deal with conditions where size of economy (small, large) and population (small,
large) can range continuously. However, for simplification purposes, I operate with the four
overall types to clarify my point. My main concern is leverage, which is here understood as the
collective funding potential where the relative cost can be spread among a larger number of
individuals or households in a form of joint funding; this is relevant as we have conditions of
high fixed cost combined with recurring investment into new domestic production with
conditions of increasing returns to scale and cost of production being independent of
consumption. The is where the second condition of scarcities enters the picture: the small
markets for instance have less talent-mass to train creative personnel from and less available
revenue, which makes the market less commercially viable due to a lack of incentives for
domestic production. Large economy markets being more commercially viable in terms of
potential revenue also have a higher potential for public subsidy if there is a political interest.
Both leverages can constitute different critical masses for potential joint-funding as well as

potential commercial incentive.

I operate with four different overall varieties of size, each of which has different leverages in
terms of size, using those I should be able to conceptualise the challenges posed by size based on

similarity and difference in the markets.

e Type 1 represents small population and small economy market conditions (-,-): This is
the market with the lowest potential leverage, where the population club is relatively
small in terms of the potential for spreading the relative cost, and with the small economy
potential of expanding the market to a higher level using public subsidy; combined, this
equates to a smaller market volume and reduced level of originated content.

e Type 2 represents small population with large economy market conditions (-,+): These
markets have the same small club to collectively fund the originated content, but the
difference here is that the market can be both more commercially attractive and that
political intervention through for instance public subsidy can be established to a higher
level if there is political interest.

e Type 3 represents markets with a large population, but a small economy (+,-): These
markets have a larger club available for collective financing, and there is also more
potential for public subsidy similar to type 2 due to the larger population.

e Type 4 represents combined large economy and population markets (+,+): In these

instances there are larger clubs (population) to increase the joint funding, and combined
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with large economy conditions this makes these markets more commercially viable as

well as enjoying increased potential for public subsidy.

What remains to be assessed are varieties of size based on the categorisation in my typology of
size, with a focus on the extent to which leverage is different between markets depending on the
relative scale of sizes of population (small, large) and economy (small, large). My main point
hinges on the factor of market leverage. This is relevant due to industry conditions where high

fixed costs combine with a recurring need for fresh investment in new domestic production.

This is where scarcity in the absolute volume of available talent comes into play, because that is
a crucial input for capacity to train creative personnel. Where there is a smaller talent pool and
also a small financial base, this amount to a double challenge: there are two scarcities, making
the domestic market less commercially viable due to lack of incentives. Both aspects of market
leverage constitute the critical mass needed to justify joint investments by reducing risk on the

one hand and increasing commercial incentive on the other.

To substantiate the model, I carried out a multivariate general linear model analysis using the
categorised size variables to study the relationship. This was done on the dependent variables
(TV market volume and expenditure on originated content). First the multivariate tests were
conducted, followed by the test-between-subjects function. Finally the statistics were

summarised to assess the overall model.

4.5.3 Analysis on the evidence of the categorised state size leverage

Here I shall apply a factorial general linear model (GLM) design analysis of the relationship of
the categorised size variables on TV market volume as well as domestic content. This way the
argument can be studied statistically to illustrate any differences in the relative leverage
attributed to categorised size of population and economy in TV market volume and expenditure
on originated content. First the descriptive statistics are presented, followed by the multivariate
test statistics to substantiate that there are individual effects for the dependent variables. This is
followed by between-subject tests where the strength and significance of the relationships and
potential interaction will be studied. A short discussion of the results of the chapter close the

analysis.
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Table 14: Descriptive statistics for market volume and originated TV content expenditure
in million €

Categorised  Categorised

Population Economy Mean SD N
Small 760 733 7
Small Large 1345 670 12
Total 1129 733 19
Small 1456 750 2
TV market 1,000 Large 9866 3222 5
volume
Total 7463 4884 7
Small 915 753 9
Total Large 3851 4350 17
Total 2835 3784 26
Small 87 106 7
Small Large 292 167 12
Total 216 176 19
Small 230 148 2
Expenditure
on originated | Large Large 2838 1431 5
content
Total 2093 1729 7
Small 119 123 9
Total Large 1041 1400 17
Total 722 1208 26

I have identified that size influences the market volume and level of expenditure on originated
content. With this I establish categories of small-large interaction between categorised
population and economy where I intend to investigate the influence of size. The descriptive
statistics indicate an initial difference of size for both variables, where I can identify difference in
the mean scores between small and large population and economy, but also show that there is

difference based on the means: I have to accept that the observations in some of the single
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categories are low. But as there are no empty categories, I will proceed with the statistical tests
of the model.

I have suggested a multivariate factorial GLM design with two independent variables with two
levels each, i.e. small and large based on categorised size as well as two dependent continuous
variables. In this sense I operate with a two-way GLM model. As my model includes multiple
independent variables of categorical nature, i.e. the two size variables (population and economy)
as well as multiple continuous variables, it can be called a factorial design, where the
independents are factors. Please note that this is not to be understood as the multivariate

statistical analysis called actor analysis, as there are differences.

I will test three effects in the analysis below. First I test if there is a main effect for categorised
population (POPCAT) [small, large], categorised economy (ECOCAT) [small, large] and the
effect for the interaction of POPCAT and ECOCAT. What this means is that I want to know if
the independent variable is dependent on the other. This also means that I can indicate the

hypothesis on which they are based:

Table 15: Hypothesis

Main effect of: Hypothesis Tests
performed at

Type of population size There is a difference between market volume and o=.05
expenditure on originated TV content in million €

based on categorised population size

Type of economy size ~ There is a difference between market volume and o=.05
expenditure on originated TV content in million €

based on categorised economy size

Interaction effect of There is a difference between size in population and o =.05
population and economy on TV market volume and expenditure on

economy size originated TV content in million €
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First I shall conduct the multivariate tests to see if these are significant. I will test if there are
increases in TV market volume and expenditure on originated content based on the two
independent variables of size. In order to do this I will calculate a multivariate F value of Wilk’s
(M), Pillai's Trace, Hotelling's Trace and Roy's Largest Root. I will report the Wilk’s Lambda
indicating the significance of the four test conditions and the partial Eta-squared. Wilk’s Lambda

range between 0 and 1 and the lower the value, the more effect is attributed to the model.

The reason for reporting Wilk’s Lambda is to take into account the potential of covariance
between the measures which has to be taken into consideration when conducting a test of
significance: it gives an exact F-statistic. I will also look at Hotelling’s Trace which will give a
more conservative F-statistic to ensure that there is significance; this will be done in case there is
a difference in the test statistics. Should I achieve significant multivariate tests I am able to
conclude that the respective effects of size are significant. While this is a complex test, it can

identify any differences usually not revealed by other categorical tests.

I will now move on to test whether each of the effects is significant for one of the dependent
variables. This will be done by applying four similar multivariate tests on the with-subjects
effects to indicate if they are equally rated. The multivariate tests denote whether each of the
effects in the models is significant for one of the dependents and used to consider the

independents and the interaction between them.
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Table 16: Multivariate tests of the relationship between categorized population (POPCAT),
categorized economy (ECOCAT) and the interaction effect on TV market volume (TV MV)
and expenditure on originated content (EOC)

Hypothesis Error . Partial Eta Noncent. Observed
Effect Value F df df Sig. Squared Parameter Power™"
';'r'fc': 837 53.864° 2000  21.000 .000  .837 107.728 1.000
Wilks' .
Loy, 163 53.864 2000  21.000 .000  .837 107.728 1.000
Intercept ing'
P Hoth!'C”eg S 5130 53.864° 2000  21.000 .000  .837 107.728 1.000
Roy's
Largest 5130 53.864°  2.000  21.000 .000  .837 107.728 1.000
Root
Pillai's a
o 677  22.041 2000  21.000 .000 677 43.081 1.000
Wilks' .
L 323 22041 2000  21.000 .000 677 43.081 1.000
POPCAT Hoth!'C”eg S 2009 22041° 2000  21.000 .000  .677 43.081 1.000
Roy's
Largest ~ 2.099 22.041° 2000  21.000 .000  .677 43.081 1.000
Root
Pillai's a
e 652 19.650 2000  21.000 .000  .652 39.300 1.000
Wilks' .
Loa. 348 19.650 2000  21.000 .000  .652 39.300 1.000
ECOCAT Hoth!'C”eg S 1871 19.650° 2000  21.000 .000  .652 39.300 1.000
Roy's
Largest  1.871 19.650°  2.000  21.000 .000  .652 39.300 1.000
Root
Pillai's a
o 590 15.111 2000  21.000 .000  .590 30.222 997
Wilks' R
POPCAT  Lamiga 410 15111 2000  21.000 .000  .590 30.222 997
ECOCAT Hoth!'C”eg S 1439 15111° 2000  21.000 .000  .590 30.222 997
Roy's
Largest  1.439 15.111° 2000  21.000 .000  .590 30.222 997
Root

a. Exact statistic / b. Design: Intercept + Size + Size3 + Size * Size3

All four tests are significant; as such I will only report Wilk’s Lambda (A). Wilk’s Lambda (}) is
significant for categorised population with a A value of .323 and its associated F and p values,
F(2,21) =22 p <.001, np2 = .677 and for categorised economy with a A value of .348 and the
associated values F(2, 21) =19.6, p < .001, np2 = .651. On all accounts I can reject the null
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hypothesis and conclude that TV market volume and expenditure on originated content change
with the size variables. Studying the interaction effects of categorised population*categorised
economy I see a A of .410 with corresponding F and p values of F(2, 21) =15.1 p < .001, np” =
.590. I can reject the null hypothesis and conclude that there is interaction between the variables

as expected by my model.

I have identified effects of the dependent variables on the categorised size variables, and can
conclude that each effect is significant for the dependent variables, and move on the

identification of the effect, which will be done by testing the between-subjects effects.

The tests of between-subjects effects is an analysis of variance indicating the effect within the
individual size categories [small, large] of the independent variables. When there is 1 degree of
freedom it means that there are two levels of size [small, large] meaning that two minus one,
equalling 1 df for the estimation of variance for the main effect of the variables. When I claim
that there are main effects I point out a result representing a constant difference between the

levels of the independent variable, i.e. factor.

For my variables, identifying main effects would mean that there is a difference statistically
between for instance small and large population size, irrespective of economy size. As will be
shown below, it is possible to have simultaneous main effects of the factors. More importantly,
and the reasoning for conducting a multivariate factorial GLM, is that they allow me to scrutinise

interaction effects between the independent variables.

First and foremost it is important to point out that I want to investigate whether there is an
interaction between size of population and size of economy where I also identify cross-over
interaction between small, small; small, large; large, small and large, large conditions. The
factorial design of the GLM is a useful analytical tool to examine the influence of variations of

size using statistics.
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Table 17: Tests of between-subjects effects on categorised state size

Source

Correct
ed
Model

Intercep
t

POPCA

ECOC
AT

POPCA

ECOC
AT

Error

Total

Correct
ed Total

Dependent
Variable

TV MV

EOC

TV MV

EOC

TV MV

EOC

TV MV

EOC

TV MV

EOC

TV MV

EOC

TV MV

EOC

TV MV

EOC

Type 11
Sum of
Squares

3.078E8

2.795E7

1.947E8

1.283E7

9.174E7

7805551.

841
8.735E7

8549192.

427
6.611E7

6237039.

250
5.026E7

8584641.

074
5.669E8

5.004E7

3.580E8

3.650E7

df Mean

N L AN AN DN

Square

1.026E8

9306135
.604

1.947E8

1.283E7

9.174E7

7805551
.841

8.735E7

8549192
427

6.611E7

6237039
250

2284319
195

390210.
958

F

4491

23.84

85.21

32.86

40.16

20.00

38.23

21.90

28.94

15.98

Sig.

.000

.000

.000

.000

.000

.000

.000

.000

.000

.001

Partial
Eta
Squared

860"
765
795
599
.646
476
.635
499

568

421

Noncen

t.

Paramet

€r

134.732

71.620

85.215

32.789

40.160

20.057

38.238

21.965

28.940

15.929

Obs.

Power

XXVili

1.000

1.000

1.000

1.000

1.000

990

1.000

994

999

968
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This multivariate GLM model with economy size (small, large) and population size (small,
large) as between-subjects factors identified an effect of the continuous dependent variables TV
market volume and expenditure on originated content with the corrected model significant for
each dependent TV market volume with F(3, 22) =44.9, p < .001, np* = .860 and for expenditure
on originated content with F(3, 22) =23.8, p < .001, np2 = .765. The individual size factors had
effects for categorised population indicated effects on TV market volume with F(1, 25) =40.2, p
< .001, np2 = .646 and for expenditure on originated content with F(1, 22) =20.0, p < .001, np2 =
A476.

The variable categorised economy indicated effects on TV market volume with F(1, 22) =38.2, p
<.001, np* = .635 and for expenditure on originated content with F(1, 22) =21.9 p < .001, =
499. What is also revealed are main effects of the categorised size variables, which is qualified
by the interactions between categorised population and economy on TV market volume with F(1,
22) =28.9, p < .001, np2 = .568 and for expenditure on originated content with F(1, 22) =15.9, p=
001, np” = 421.

The results of the test of between-subjects effects show that the multivariate GLM is significant
for both dependent variables. Furthermore, I can conclude that the effect of factors in the model
is significant. All interactions have sufficient observed power, understood as the change of a
study having a significant effect, i.e. >.80, to ascertain that the chances for type II error are
sufficiently low for identifying non-significance by the F test. The partial Eta squared indicates
the degree of variance in the dependents explained by the independents, meaning that the partial
Eta-square figures (1p°) here are a measure of effect size which for my model of size indicates a
relative strong model fit with adjusted R squares figures respectively for TV market volume

effect .840 and expenditure on originated content effect at .733.

This indicates that what I have identified is an effect of categorised size variables and the
interaction between the categorised size variables on the television market volume and the level

of provision of originated content.

4.5.6 Summarising the results

The multivariate GLM design has been identified as statistically significant based on the
multivariate tests and the between-subjects test. This has revealed that in statistical terms, there is
a difference for both categorised population and economy on the dependent variables proxies for
market volume and domestic content. Furthermore, I also identified a statistically significant

interaction effect between the categorised size variables indicating an effect on market volume
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and expenditure on originated TV content: this is in line with the mean figures in the descriptive
statistics as well as the results in chapter 4.3 on market volume and chapter 4.4 concerning

expenditure on originated TV content.

There is a statistically significant effect in assessing the relative impact of population and
economy. The respectively large population and economy markets exhibit higher levels of TV
market volume as well as expenditure on originated content, while small population and
economy markets exhibit less TV market volume and expenditure on originated content.
Importantly for the model, there is a positive and statistically significant interaction effect
between population and economy; the combination affects the scale of TV market volume and
expenditure on originated content. As for the varieties of size, the results show interaction effects
between the categorised size variables. This analysis does not specify which policy solutions are
best for which individual markets, of course. That is a matter for political deliberation and
decisions on the basis of social preferences. It says that all markets are not equal, and strongly

refutes the policy preference currently in vogue that a one-size-fits-all framework is appropriate.

The problem in general lies in the fundamental effects of population size and economy size. A
small market faces different challenges if it must simultaneously deal with a small population
and a small economy, e.g. Latvia. The parameters and possibilities are quite different from the
situation in a large market where there is simultaneously a big population and a big economy,
e.g. Germany. The degrees of freedom are better for small market countries that have bigger
economies, like Sweden. EU policy makers do a grave disservice to the needs of Member States
when they fail to properly take into account the comparative degrees of differences in difficulty

in providing originated media content under the respective conditions.

Of course it is understandable that policy makers would like to simplify processes and
procedures, as these also simplify their lives and work. The higher one ascends in the policy-

making apparatus, the more complex and complicated the issues that must be tackled.

The desire for simplification is fine to the extent that it is about ensuring fairness, but it verges
on being simplistic when it results in policies that demonstrate insensitivity to variance in
material conditions, and limits domestic competence to handle local matters with appropriate
sensitivity to realities on the ground, culturally and socially, as well as economically. An
argument that makes sense for the commercial media sector as a whole or in a particular type of
market environment is not inherently right in all cases or under all conditions. The exercise of

wisdom is important for the appropriate execution of the policymaker’s obligations.
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In conclusion I argue that I have substantiated the relative influence of categorised state size,
having identified differences in the effects of the categorised size variables as well as the
interaction between them on the market volume and expenditure on originated content I have
confirmed my hypotheses. I should take into account that there are differences across markets
based on their particular characteristics related to the overall leverage conditions as well as the
scale and scope of intervention practices in the market, which can establish difficulties if the
policy options of the individual markets are limited by policies directed against other categorised

state types.

Uniform policies across media markets with the purpose of securing beneficial effects based on
state intervention may very well lead to adverse effects because of the difference in relative
leverage. However, more research more research into the interaction effects of the size variables

1s require to understand how this in effect influences the varieties differently.
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4.6 Conclusion on the investigation of the first hypotheses

4.6.1 Introduction

While I accept as a prerequisite that size matters, I also argue that it is important to study this
comparatively using both small and large market samples. There is more than just one type of
size influence and it becomes challenging to identify when applying case studies alone. I take the
point of view that we cannot base this on an argument of just size, but rather that we should
operate with varieties of sizes. Size, measured by both population and economy, influences both
the television market volume and the domestic television content, and while I could not include
all possible variations of size definitions in this study, I did identify influence based on the
independent variables of size. That size influences is also what is documented empirically using
the relative influence of population (small, large) against economy (small, large) on the proxies

for TV market volume and expenditure on originated content.

The conditions of size have been overlooked, and more or less ignored as a potentially important
factor for understanding the challenges facing the television markets, as well as being included in
consideration of what policies could be followed to counter some of those challenges politically.
Both small and large states face challenges when it comes to the television markets, especially so
in terms of securing the provision of the warranted content: if the club interested in a particular
type of content is not large enough then it will not be catered for commercially, and only
politically if there is a merited interest. Even though we are in a period where the business
models are under change, this does not alter the fact that content of specific genres and types still
needs to be produced and it also needs to be of a certain quality: this is especially so for small

group informational and cultural programming.

The analysis of size on TV market volume showed that there is a significant relationship between
population and economy in relation to the scale of market volume. The analysis of size on
expenditure on originated content showed that there is a significant statistical relationship
between population and economy in relation to the level of expenditure on originated content.
The multivariate GLM indicated statistically significant effects for the categorised size variables
on both TV market volume and expenditure on originated content, but also demonstrated that the
interaction between the categorised size variables had merit, as assumed in my constructed

classification of size.

That size matters for the level of market volume and originated content could thus be the short
conclusion of this chapter; in short, the presentation above tested empirically what was expected

on the influence of size based on the regression analysis. In this my prerequisite assumption on
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the importance of size was verified as statistically significant, as suspected based on the case
study research in the literature. The case presented when studying the categorised size figures is

one of highly subsidised and regulated television markets.

Interestingly, I could also substantiate that my varieties of size hold significance as I can identify
differences related to the interaction of the categorised size variables. The main interest lies in
the identified statistical significant effect in the interaction between the categorised size
variables. This also indicates that when size is discussed, we should take into account not only
the relative level of population, but also the level of economic development understood as per
capita purchasing power. Also notable is the level of political intervention in the markets, which
appears to impact the level of TV market volume and expenditure on originated content through

public subsidy, especially in the economically strong markets.

First I will consider what can be concluded based on the individual chapter of TV market volume
(4.3), domestic content (4.4) and varieties of size (4.5), after which I shall position this chapter in

relation to theory and potential implications of policy.

4.6.2 TV market volume

The analysis indicates differences due to population and economy size on the volume of the
television market, i.e. size matters. This is not surprising: I expected that size would matter from
the onset. The surprising element is the scale of difference in the market volume, and the extent
to which this reveals resource scarcities in small markets and the importance of diversity in
revenue dependency. Advertisement revenue is linked to the scale of the economy, which
follows the logic of the market, as the marketing budgets usually form a percentage of the
revenue; should the revenue decrease due to economic fluctuations, advertisement revenue will
do the same, as seen in the in the years 2008-2009. Subscription revenue is on the rise, due to the
establishment of niche content and the purchase of sports-rights for exclusive sports channels,
premium content, adult content, on-demand functions and more. This makes for tough
competition in the rights market for content, as having premium rights are important survival
conditions for both advertisement-financed and subscription-financed channels. The suspected
influence of public subsidy is a consequence of political choice, where the size of the economy

can have influence.

Political decision-making and path-dependency have established traditions of public subsidy
creating public broadcasting organisations with the purpose of sustaining creative works and

indirectly subsidising domestic production industries. Uncertainty and asymmetric information
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have established difficulties in political decision-making for the media markets, and there is a
fear of foreign influence on several levels such as 1) ownership, 2) imported content, 3) domestic

news and debate.

The cultural imperialism consideration was one of the reasons behind the Television without
Frontiers Directive (TWF) due to the trade deficit of AV-works with the US. There is a fear that
foreign culture could encroach on national culture: while enrichment of culture through exposure
to other cultures can be perceived as positive, dominance by another culture is from a state
perspective problematic. Thus the perspective of the state is to secure the media markets through
regulatory measures in order to ensure national culture and production. On the other hand, the
intention of securing a domestic production industry faced with conditions of increasing returns

to scale in small markets in particular makes the competitive conditions difficult.

It is relevant to point out that the larger the market, the more revenue is available, as I suspected
based on scale theory; this also means that minimum efficient scale is a relevant issue for small
state domestic broadcasting. This is especially relevant in terms of the east/west cleavage of
financial conditions, as the Eastern European markets have higher degrees of vulnerability to

international competition.

A set of questions arises due to this: a) what is the effect of foreign influence on the media
system and what influence does this have on domestic production in small markets? b) how does
this influence production of originated content? ¢) does this influence the potential of the small
production industry? These questions will not be answered here; however there is some degree of
relevance from a policy perspective: the emphasis in Europe is based on securing a single market
on the one hand thus emphasising competition rules, and on the other the individual Member

States focus on securing cultural issues, such as the production industry.

Already in the late 1980s with the establishment of the TWF directive there was a focus on
competition with US content production, although what changed the issue is that when
combined, the aggregate revenues of EU Member States only just manage to compete with the
revenue available in the US. In other words there is a significant difference in scale. The US
market have good competitive conditions for audio-visual production; in contrast we have the
European myriad cultures and languages with some common rules and legislation focusing on
catering to their particular domestic market but with little common strategy on content

production besides the Media 2007 programme.

In the green paper from the European Commission (1994) on “strategy options to strengthen the

European programme industry in the context of the audiovisual policy of the European Union”
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they make an argument in point 3.3.2 on how to turn diversity of the European landscape into an
advantage: “As for 'cultural barriers', the increased specialization of supply will, to some extent,
enable Europe to develop a quality market where the diversity of programmes will become a
valuable economic asset. As the public is faced with an exponential increase in services and a
growing variety of forms and media, the differentiation of products on the market will be a vital
factor. The trend towards more uniform programmes supplied by companies seeking to maximize
their share of the audience will be followed by a fragmentation of the market; companies will be
forced to develop a strategy based on differentiation with the aim of satisfying ever-smaller
audiences that are nevertheless capable of sustaining a specific product. This opens up the
prospect of a European audiovisual industry where diversity and quality of production are
allowed to flourish and which at the same time is economically viable.... It is tempting to draw
conclusions from this analysis for trends in the market as a whole in the 21st century, but we
must bear two things in mind: concentrating on 'market niches' may be a way of safeguarding
and developing diversity, but it is no substitute for a wider strategy aimed at building up
attractive programme catalogues for broader segments of the European and world markets; to
make the most of these 'market niches' we need a pan-European approach: the narrower the

target audience, the greater the need for broad geographical coverage....”

As the European production industry stands now, competition with the US market on fiction and
entertainment must be considered extremely hard. Europe is not a single, nor dual, nor tertiary
language or cultural market. The US market is multi-cultural, which generates an indirect
advantage when establishing production, but without per se state interest in providing for all
cultural segments. Europe in contrast consists of many different independent languages and
cultures, each having to sustain and enhance its culture and creative works and usually with
differences in copyright protection, leaving the state more or less responsible for securing
sufficient revenue to ensure minimum efficient scale. The largest European markets are also the
ones with the highest public subsidies. One might well suspect that the European content
industry production is so dependent on public subsidies that there are no real exit strategies, nor

that this would be applicable.

4.6.3 Domestic content

Size had an impact on the level of domestic TV content provision, as indicated by the regression
analysis of the relationship between size and expenditure on originated content. In this sense my
analysis showed what I expected: size matters for the level of expenditure on originated content.

All in all, the results are largely in line with theory; the small markets appear more vulnerable,
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but there are differences between the ability of small and large markets to provide expenditure
for production of originated content. The main difference was in the relative per capita figures,
where the per capita expenditure was not clear between the included markets; rather, based on
the regression, it is what we should expect related to subsidy and political choice in combination
with market potential of exports. The differences between the markets are significant; however,
we need further in-depth qualitative studies of the levels of provision in the individual markets in

order to substantiate this analysis further.

An EC green book points to the following challenges for the television industry, as per point
2.1.2 in the EC green paper (1994:7-8): “Strategy options to strengthen the European

programme industry in the context of audiovisual policy of the European Union:

In the television sector the explosion in programme demand has failed to boost the European

programme industry, which remains locked into fragmented national markets.
(1) Explosion of demand and rising production costs

The proliferation of broadcasters in the 1980s combined with longer viewing hours produced a
veritable explosion of programme demand. Increased receipts have not compensated for rising
production costs or for soaring fees for rights to broadcast sports events. Programme budgets
have been cut and broadcasters have had to make massive use of non-European material from

programme catalogues that have already paid for themselves on other markets.
(ii) Low rate of programme circulation within Europe

Moreover, as most of the new broadcasting services have been developed on a national basis,
television production has focused on satisfying national audiences with very little by way of
programme circulation within the Community (other than in language areas). The small number
of co-production and co-financing ventures involving operators from more than one Member
State is not conducive to the development of projects likely to attract European or world
audiences. This has had an adverse effect on the production of television films in particular but
television series, cartoons and documentaries are also affected, and these programmes are vital
for the creation of catalogues. They are stock programmes which can be screened repeatedly.
Catalogues of such programmes are the economic heritage of the television programme

industry.”
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The economies of scale and the importance of population size for collective financing become
evident when the figures are studied. If this is put in a theoretical perspective of non-rivalry in
consumption, the reasoning for the difference becomes evident. When we have conditions of
rivalry in consumption, collective funding would only mean less of a particular good to be
distributed between the payers, i.e. if all of us buy a Mars Bar and share the costs collectively,

we only have to pay a fraction of its cost, but we also only receive a fraction of the chocolate bar.

For the media this is different: when we share the cost of the content, there is no reduction in the
amount of good we receive, meaning that we all receive an equal amount of the good. This also
means that when there are fewer persons to pay for the content, the provided content will either

be of a smaller scale or of reduced quality.

This is the result of non-rivalry in consumption with costs of production independent of costs of
consumption, and these are the funding challenges facing television companies. Large markets
are in this way more able to provide higher levels of expenditure on originated content, and
while they also represent the highest levels of public subsidisation — the UK and Germany

XXX1

especially so™" - this does not mean that this is the case for all included markets, such as for
instance the large population markets of Poland and Romania. Small markets are not lost, but
heavily dependent on having a strong economy, political intervention or export potential if they
are to secure a certain level of provision; thus there also appears to be a strong economy
perspective. What the figures also indicate are that there are significant differences related to the

question of size, where there appears to be interaction between the size and population variables.

A consideration of the importance of public revenue has to follow that logic of the market. Both
large and small markets subsidise; while the scale is different the importance of these
investments should not be underestimated in terms of the individual markets’ production
environments. At the same time there should be an investigation into the degree to which the
European production industry is dependent on public revenue and PSBs for continued survival,
as well as the considerations which could be taken into account to strengthen a combination of

broad European interests and the individual small state cultural interests.

A single fit policy, except minimum requirement, for these markets when it comes to original
domestic content does not appear to be a viable solution. There appears to be a serious difference
between the included markets, and what becomes a challenge here for European legislation is
instigating policies which take into account both the particularities of the individual merited

interests of both small, small markets such as Latvia and large, large ones such as Germany.
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There remains a challenge, where the large population and economy markets appear to have

most of the benefits.

4.6.4 Varieties of size

I have identified a statistical significant effect, and I have found that a statistical difference for
both the categorised population and economy exists, meaning that the respectively large
population and economy markets can expect higher levels of TV market volume as well as
expenditure on originated content, while the small population and economy markets can expect
less. This is also what I expected based on the analysis in chapters 4.3 and 4.4. Importantly for
my model, I have also identified that there is a positive and statistical significant interaction
effect.

As for the variations in size, it shows that there are interaction effects between the categorised
size variables, and accordingly we should consider if and how these relative size considerations
are expressed and could be substantiated using qualitative comparative research. With the data
available it becomes difficult to evaluate and find potential policy solutions to individual market
challenges. What I have done is to identify the differences based on categorised size in the
constructed model. But this also indicates that there are differences related to size differences

within the individual categories.

The predicament indicated in my four varieties of size is that in general there are three main
effects. First we have the influence of the population size; secondly we have the influence of the
economy size and thirdly the interaction between the variables of size of population and

economy based on categorised state size.

This means that my initial idea of relative leverage holds merit. Small states based on categorised
size face different challenges when they have a small population and a small economy, exactly
because the market and content good characteristics are similar. This means that because of
different leverage, the challenges facing different state types are dissimilar, indicating that a type
1 like Lithuania (-,-) having a small economy and small population is in a sense worse off than
for instance a type 2 such as Norway (-,+). The Polish challenge (+, -) as a type 3 with large a
population but small economy is different when contrasted with the challenges facing type 4
Germany (+,+) with both a large economy and large population. However, type 2 and type 3 still
have more options than a type 1, though less than a type 4.
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Generally, the differences between small and large states based on categorised state size are
apparent when studying the aggregated figures, where the relative figures were more diverse,
especially in the case of public subsidy. The strongest difference lies between type 1 (small,
small) and type 4 (large, large) conditions, but this also means that if type 1 is put under
regulatory conditions as though it were a type 4, unintended adverse effects could possibly be

seen in the market.

Based on this model of categorised state size substantiated using a multivariate factorial GLM
design, I argue that the difference between the four varieties has policy implications, where the
different types require different policy options to circumvent the market and content good
characteristics in order to achieve both market efficiency and circumvent the scarcity concerns
and to find ways of establishing incentive structures to make it viable for commercial companies
to enter the market to make a profit, and in some degree to act in accordance with the state-
merited interests on behalf of the public. In a similar vein, I argue that the role of PSBs remains
similar as they counter market failures, but also that their role of balancing in the market will be
different depending on political choice in combination with the level of public—private

competition.

Policy-makers need to take into account the difficulty of providing the media content good in
small markets under their particular conditions, and also that the good can be used strategically
to focus on core national domestic production and purchase or cooperate with other markets or
broadcasters in securing provision of services at a higher level, which is not viable in the

individual market.

An example is the cooperation between the five Scandinavian PSBs in the Nordic region called
NORDVISION, focused on co-production, programme-exchange and the sharing of experience
and expertise to find a way round some of the small-market scarcity challenges. A similar
potential lies in the non-profit Commonwealth Broadcasting Association (CBA) International
Programme Bank where programmes are offered to the members free of charge. The purpose of
the bank is the exchange and access to high quality programming for the members with the aim
of improving available quality broadcasting content. The programme bank works by members
submitting programmes and allowing other members to obtain this content for use in their
domestic market. While this does not generate new content, like the Nordic cooperation in
Nordvision, the CBA Programme Bank can enable developing markets to focus their production
on core areas, while having access to an increasing supply of alternative programming. There are
a variety of policy options available to circumvent the challenges posed by size, as indicated by

these two examples. I will illustrate the model below using a matrix scatter.

153



Table 18: Matrix scatter of categorized population (POPCAT) and categorized economy
(ECOCAT) on the dependent variables TV market volume (TV MV) and expenditure on
originated content (EOC)
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This matrix shows where the individual markets are placed relative to their TV market volume
and expenditure on originated content levels based on categorised state size. As we can see, the
individual markets are not placed in exactly the same spot, as different markets have different
scale. What I can use this for is to indicate that my proposed model of size with four different
combinations shows me the aggregated and statistical effect of the relationships, and also that
within each square there could in principle be four new varieties of size. What we also need is to
understand is how this in effect impacts the individual markets, but this requires new in-depth

case-research.
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In general, the multivariate factorial GLM design analysis indicates that my assumptions of
economy of scale based on the collective funding function under the conditions of non-rivalry
have merit in terms of the small market challenges as compared to their large counterparts. There
appear to be positive signs for allocation challenges in these markets, and as the markets across
size have similar characteristics, it becomes less interesting commercially to invest directly in the

production environment because of the lack of incentives.

4.6.5 Theoretical considerations and implications for policy

The empirical material supports the notion that size is an important factor for understanding the
similarities and differences in the potential of small and large states for countering the general
market challenges rooted in the TV market and content good characteristics. The argument
presented on the relative market leverage being dependent on size of population and economy
where there is both interaction and cross-over effects appears to have merit. These conditions
influence the frame of competition by placing restraints on the rules of the game, in the sense of
scarcities and incentives. The relative leverage of the state thus represents their potential of
countering market failure based on size of population and economy. While the four variety of
size model represents my perspective on the influence of size documented using comparative
methodology, it can also be used to question whether the EU policy on the media takes size into

consideration by allowing sufficient room for individual state policy.

I have illustrated that the US market volume is larger than the combined EU market in terms of
available revenue; at the same time the originated production in Europe is more divided and
there are several barriers to entry to efficiency in the small markets, while competing with
content produced in North America, the UK or Germany. The influences of public funding in
Europe secure originated production in the markets with a perceived political interest, or for

various historical and/or cultural reasons.

In this way the small markets are able to bypass some of the challenges, such as lack of critical
mass, through collective funding. For the large markets, public subsidy helps sustain their
production industries and increases the competitiveness of their markets. The big five markets
represent around 75% of the origination expenditure (Oliver & Ohlbaum, 2009). Public funding
is currently the key to securing original production in Europe, and there is no real exit strategy in

the face of international competition.

This indicates how size impacts, by showing the benefits of being large both in population and

economy; in the same line of reasoning it presents the challenges of small, small categorised
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states where scarcity concerns are more severe. In order to rectify the market failure caused by
market and content characteristics, political intervention appears important for securing domestic

content provision, but it is more important for some types of states than others.

The analysis indicates that small market producers will have a hard time reaching efficient scale;
this can lead to increased pressure on public broadcasters with the argument that they have to
purchase their domestic content from domestic producers instead of producing it themselves.
While this can be cost-efficient, it might also establish conditions where the public broadcasters
in small markets decide which companies survive, because the producers can indirectly end up
becoming dependent on public revenue. There are several variations in such arguments, but the

conditions applying to the broadcast media markets also apply to the producers.

The state’s interests in regard to the commercially-oriented production companies therefore have
to be taken into consideration when intervening, as does the degree to which the public
broadcasters function as indirect industry subsidisation. Small market producers can also be
purchased by foreign production companies seeking expanding markets before the domestic
market reaches maturation; while this actually might be a benefit for the market, it can also

question what interests we support with indirect public revenue.

The point here is that relatively high level market concentration will appear under all conditions
as the revenue is limited unless the states either force broadcasters (public or private) to purchase
production from independent producers or they make funds available for production. While it is
relatively easy to set-up a production company, it requires ideas as well as getting them produced

to reach some kind of efficient scale.

Television media companies also have high levels of efficient scale, and if they are dependent on
a single market, this can pose a serious challenge, especially if they are also dependent on a
single type of revenue. Large or multiple market companies are able to reap the benefits of scale
economies which can help secure the provision of particular services in the general interest, such
as news and debate, but there will remain areas and interests where there is no economically
viable incentive to establish provision under the media market and content good characteristics.
This also provides some explanation for state intervention through regulatory measures to ensure
the provision of domestic media content, as is the case in most European markets using public
service media with a focus on domestic media content and/or funds for domestic content. In
short, companies can either adapt to the conditions in their particular markets, small or large, or

they can give up.
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This is also where economies of scale become important. When there are conditions of cross-
ownership, the multinational corporations can play the bundling game of rights utilising
economies of scale, by acquiring for instance the rights to all areas where they have interests.
While this poses a challenge for companies relying on domestic markets, it also presents the
benefits of scale. In principle, this also means that such ownership can be beneficial for the
domestic market insofar as this allows for reduced acquisition prices and increases investments
in original domestic programming. This is also a potential benefit of the EU legislation under the
right conditions, but could also be considered a double-edged sword depending on the actual
strategy of the multinational corporations in relation to the individual markets; differences in the

strategies in Lithuania and Denmark indicate that this might have some merit.

The EU policy has helped establish conditions in Europe where it has become feasible to spread
costs securely across borders to utilise the economies of scale and scope, but this does not mean
that the interests of large media corporations and states are similar. Instead we have what has
been identified before as conditions in which cultural concerns stand against commercial
concerns and where the large media corporations, depending on strategy, can either be

favourable or detrimental, but this requires further research with that particular focus.

When studying the dependency hypothesis, we should take into consideration the economic risk
of TV as a business, especially content production, which combined with increasing audience
fragmentation establishes dependence of public broadcasters on foreign imports. European
broadcasters are dependent on foreign programming imports and/or co-production of
programming, especially from North America and the UK, but also Germany. It can be argued
that this is a question of scarcity where resources available for production of programming in

combination with the willingness to risk resources play a role.

In Europe the main producers of domestic television programming are the public broadcasters,
and as they are supposed to provide the whole palette of genres, but especially news and factual
programmes; there are limits to their potential of investment as the competition becomes stronger
in the individual markets. In Europe dependencies of this type are not only on North America,
but also the UK. But what we in effect are looking at is a dependence on other markets’
production of domestic content which can be considered of interest in a commercial or civil

society perspective in a particular market setting.

An example is the dependency of the Greenland public broadcaster on Danish publicly-owned
broadcasters DR and TV2/DK programming, while another is the overall dependency on US and

to some degree UK content in Europe; this is especially the case for commercial broadcasters
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dependent on importing successful programmes to secure the business. Keep in mind that this is

not per definition a problem, but rather a natural exchange of content commodities.

Scarcity conditions continue to rule the television markets, and what remain important are the
established incentive structures for commercial activity in combination with scale and scope of
political intervention. Consumers can be accustomed to domestic programming by public
broadcasters, which can force domestic commercial companies to adjust their programming
strategies to this. This is indicated by the markets with duo-broadcasters in a dual system, where
the averages of volume and investment in originated content are higher than for most other

market structures.

Policy can, in other words, make a difference, and this is especially evident in the UK, Germany,
Denmark and the rest of the Nordic markets. In this sense what becomes important is what is
considered to be meritorious, and what push-pull factors there are in the individual markets to
secure consumer and state interests versus the company focus on profitability. In this respect
what are important are the media companies’ incentives for acting in accordance with state
interest vis—a-vis the required level of political intervention in the market. Using public
broadcasters is in this sense cost-efficient, especially if they are able to establish framework
conditions for competition, i.e. setting the rules of the game in such a way that they supplement
the intended state policies. This can be defined as having a balance function, where the PSBs
become standard setters in the markets, and where existing and new entrants either have to focus

on niches or follow the rules of the game. The UK and the Nordic markets are core examples.

However, this also poses a challenge in the contemporary environment of audience
fragmentation. The increases in fragmentation of audience based on niche-channels in effect
undermine the core of the television business model reliant on advertisement; this in combination
with the increased focus on the cable television model with calls against bundling of channels to
further free choice can threaten the development of new content as the dependency on such

revenue is increasing [but continues to be market dependent].

Public subsidy remains what appears to be an easy solution to secure domestic content, but in
practice it will be under continued pressure as it can easily be challenged as being detrimental to
private competition as well as raising questions of scale and scope of their activities: this is
where the remit and political acceptance of the state and civil society interest stand against

commercial interests.

What I have identified is also a beneficial effect of PSBs, in the sense of the effect of their level

of public subsidy. But what is also apparent is that there are differences in the roles which PSBs
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can hold in the individual markets, besides securing some minimum rules of the game in some
cases and placing higher standards for competition in others. This is based on the logic that the
more revenue is available, the stronger these organisations are as competitors in the individual
markets, as their focus is not [in general] on profit, but in fulfilling their purpose of existence.
There are concerns of policy as a consequence, as what becomes important is how European
legislation allows the individual markets to take into account what they consider of interest in
response to their particular historical and cultural conditions using political intervention in

relation to their relative leverage.

By applying comparative methodology, I have analysed the relationship of size on a proxy for
the TV market volume in combination with a proxy for production of original domestic content. I
have done this to establish a more detailed and comprehensive understanding of the influence of
size. What I have found is that size does indeed matter, but also that the variety of size matters
even more for the way in which we can perceive its influence in terms of the leverage argument

under the conditions of having similar market and content characteristics across markets.

This makes me question whether the way we take size into account in current European policy,
while having some benefits in some instances, actually has adverse effects in others with
detrimental consequences for available policy options. The focus on an all-encompassing market
is indeed beneficial from a commercial perspective as this allows utilisation of economies of
scale and scope across markets with similar requirements, but this also means that the markets
with the strongest commercial players are those with first mover advantages, and this can

threaten the development potential of domestic players.

What must be conceptualised is that, based on size, markets are different in a way that goes
beyond the approach applied in, for instance, the Communication on Broadcasting. There also
has to be an understanding that the media industry contains elements of importance based on
cultural and historical perspectives that contrast with the interests of the commercial media.
When taking into account the four varieties of size model, I have presented a frame in which to
show these similarities and differences based on categorised state size. There are of course other
concerns, but what I have presented is a way of perceiving how size in effect influences

differently and how these results can be interpreted.

What this suggests is that we should perceive the individual markets relative to their particular
challenges in combination with the level of political interest as expressed by public subsidy and
regulatory measures, as well as their historical and cultural traditions. However, the benefit of
legislation such as the TWF and now the AVMS directive is that it has helped to establish the
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European markets as a single whole, which has benefitted the development of companies able to
utilise the economies of scale required to function efficiently. However, this has also challenged
particular market types with a level of competition where barriers of entry cannot be effectively

erected.

This does not mean that European legislation does not allow the perceived interests of a state in
particular markets to be taken into consideration, as this is possible by the articles of the Treaty
which allow state aid on the basis of services in the general economic interest and cultural
considerations, such as for promoting cultural diversity. Taking this into consideration, the EU
policies on this have some merit and some de-merits in terms of securing a whole-market

perspective.

I am not directly critical of EU policy on the media; rather, I perceive that there are both
beneficial and adverse effects as seen from a state perspective. My concern is that the policy as it
is put into effect is directed to the benefit of large states and large market commercial companies,
which could be detrimental for the small state policy options as proposed and indicated by my
model based on categorised state size. Companies entering and utilising large market scale
benefits are reaping the benefits of these policies, while small states face the challenges; this is
especially true for the public broadcasters which have been given the purpose of correcting
market failure. However, as comprehensive studies into the effects of these policies in the
different types of categorised states have yet to be conducted, it is too early to understand the
effects. In short, we need more research on these first steps to ascertain the similarities and

differences between the four varieties of size suggested.

Market and content good characteristics cause imperfect conditions of competition and limit
investment in original production as a result of uncertainty of profitability, especially in small
markets. Political intervention in the television market appears to be an important remedy for
securing production, but different conditions warrant different policy strategies. There is no
single policy fit for all when it comes to the media, as it appears to be dependent on the
individual market leverage combined with the political interest. Both media market volume and
expenditure on originated content are related to population size and PPP GDP per capita as scale
variables, as well as population and PPP GDP per capita for categorised size. The level of
provided originated media content is dependent on the relative leverage of the markets in

combination with the level of public subsidy and regulatory measures in the market.

It is possible to argue that the state intervenes in order to off-set or limit the degrees of failure by

subsidising originated production of media content. This does not remove market failure, but it
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makes the states more able to secure the wanted services. For small markets this becomes
challenging, as there are limits to the market and thus failure on several accounts, with the
primary one being structural as there is a limit of the number of companies able to reach efficient
scale as a result of the conditions of non-rivalry, increasing returns to scale under the cost of

production being independent of consumption.

While the set of common challenges based on market and content good characteristics affect
large and small markets similarly, they have different leverage. What I have provided is another
way to perceive size which takes into account that there is more than one type of size, and with
my varieties of the concept I hope to have established a first step in an increased understanding
of its potential influence and how this can help further qualitative studies into the perceived

influence of size and how the different types of markets deal with their particular characteristics.
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Chapter 5. The influence of size on market competition

5.1 Introduction

Globalisation and increased commercialisation within television can threaten and weaken
national culture and history (Herman & McChesney, 1997; Aalberg, Aelst & Curran, 2010).
Consequences of increased audience fragmentation are the deterioration in the shared
experiences and sense of society (Graham & Davies, 1997) which is for instance seen in the
decrease in the number of programmes with more than one million viewers in Denmark (DR,
2009). Such a development risks undermining a sense of common purpose and the public
discourse needed for a functional democracy and the establishment of a common frame of
reference (Dries & Woldt, 1996).

High levels of media concentration can damage the common knowledge in society as this is not
per se the focus of commercial media; on the other hand very high levels of fragmentation (low
level of concentration) can result in similar consequences. PSBs can counterweight
monopolisation and widen the choice of programming and thus have a positive influence on the

quality and behaviour of the system of broadcasting as a whole (Graham & Davies, 1997).

Current EU regulation on television based on the analysis in chapter 4, might very well benefit
large companies utilising economies of scale and scope, but at the same time risk harming

diversity and benefitting convergence in television markets.

Therefore it remains important to take size into account, as not all markets are able to sustain a
strong domestic TV media environment with high levels of original domestic production when

competition is between domestic and internationally owned companies.

This is because a domestic company might be large domestically but measured against the
economic strength of the international company it can very well be minuscule. Public companies
are no exception to this, and even their function might very well be under pressure when
competing in an increasingly international environment with large international companies

utilising economies of scale.

My second hypothesis is that: Size influences the competitive conditions in television markets.
This is a consequence of imperfect competition due to the characteristics of media markets and
media content in combination with differences in critical mass (scarcity). Consequently the

larger a market is, the better conditions there are for private commercial media, as the larger
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markets can sustain a higher number of companies, which should show in lower degrees of

market concentration - if not at the overall level, then as the number of companies increases.

This will be analysed by studying market competition from an overall perspective using public
and private competition, penetration of foreign television channels, market concentration and
foreign ownership. Furthermore, as a consequence of arguing that state intervention
circumvents traditional economic logic by limiting commercial conduct, i.e. for instance the
barriers to entry, this also has to be taken into account in the analyses. However, it remains
certain that the basis conditions due to scarcity and thus minimum efficient scale would create a
drive towards higher levels of concentration in smaller markets to ensure sufficient commercial
funding: but without taking state intervention into consideration a vital element in understanding

the influence of size would be lacking.

In this analysis two related perspectives on market competition are studied to identify the

influence of size.

1. First I shall document the level of competition between public and private companies in
the individual markets, as well as demonstrating the difference between domestic and
foreign television channels market share. The influence of size on these four indicators
will be investigated using multiple regression analysis in combination with statistics for

the individual markets in the sample.

The purpose is to illustrate the relative difference between public and private media strength, as
well as to examine the difference between domestic and foreign television in small and large
markets. Based on the analyses in chapter 4, I suspect that the commercial companies are
stronger — measured by share - in the larger markets. Furthermore the analyses will allow me to
investigate the influence of language for small markets with same-language large neighbours
using these market shares divided into domestic and foreign based on the country of origin

principle.

2. Secondly, I will investigate if size influences market concentration - measured both by
HHI and CR - as one could suspect based on the presentation in chapter 1, Introduction,
and chapter 2, Media market characteristics. Note that it is taken into account that market
concentration is a theoretically defined function of the number of companies and their
relative strength, but also that state intervention has to be taken into account, meaning

that regulatory measures and PSBs set the rules of the game for commercial broadcasters.
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I will investigate this by using the defined market concentration measurements and using
multiple regression analysis on the relationships as well as by presenting the statistics for the
individual markets. Furthermore, I will use the market concentration measurements
comparatively to establish the ownership strength in terms of market share of audience in the
individual market in order to draw up an overview table of the strongest media companies in the

sample.

The purpose is to study the influence of size on the TV market concentration levels, and to show
that while size matters, market concentration is also a function of a combination of factors
including regulatory measures taken by the state. TV markets based on economic theory tend to
be concentrated, either moderately or highly; this can be the case for both small and large
markets as indicated by the literature. Here I will also investigate the influence of multinational

corporations and their different strengths in the individual markets.

Combined, I will use these empirical studies with the theoretical insight from the literature to
establish the influence of size as well as the role of political intervention and public media in

most European TV markets.

The analysis begins with some follow-up considerations on market concentration and ownership
in chapter 5.2, Ownership and market concentration. The discussion includes a theoretical
introduction to market structure with focus on market concentration, in combination with results
from empirical studies on competition and ownership. This is followed by chapter 5.3, How does
size influence the conditions of competition in television markets?. which focuses on the
influence of size on the conditions of competition between public and private TV companies, as
well as domestic and foreign television channels, including a discussion on language based on
small markets with same-language larger neighbours. That is followed by an investigation of the
influence of size on market concentration and ownership in chapter 5.4, How does size influence
the level of concentration in television markets. The analysis concludes with a discussion of the
influence of size on the competitive conditions in the market and market concentration, which is

followed by an overall conclusion of the analyses.
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5.2 Ownership and market concentration

5.2.1 Introduction

I will make the case that the scale and scope of intervention alters the rules of the game in
the European television markets, especially in the face of the scarcity conditions
substantiated in the analysis of the first hypothesis. What, based on theory, I would suspect
to be a consequence of size, therefore also depends on the degree of state intervention. My
point is that the media markets, especially heavily regulated TV markets, should not be
analysed independently of politics, as market (economics) and politics are interdependent.
This is also what was evident in the analysis in chapter 4.3 where public subsidy in some
markets accounted for quite high percentages of the market volume.

There are several elements of interest when it comes to media competition (including market
concentration and ownership), ranging from the concern over media pluralism to securing
production of domestic content. The state emphasises its concerns by a merited interest in
securing a national production environment as well as original domestic production on the one
hand, but on the other there is also a focus on ensuring a level playing field between public and
private media companies in order to protect fair competition, i.e. a level playing field where all
companies have equal chances of success. This results in a dual-sided policy focus where market
and state interests clash. This is because commercial actors do not per se have an interest in
securing domestic production unless there is an incentive to do so, such as potential increases in
profits, while the state has an interest (paternalistic or otherwise) in taking merited public interest

into account, for instance news production.

The argument is that market intervention is based on regulating state-merited interest as
crystallised in legislation concerning for instance PSBs, subsidies, content requirements,
advertisement limitations and more. Size matters; however, even small states are able to regulate
in a way which in effect sets the rules of the game, thus circumventing the economic logic,
which establishes a theoretical drive towards high concentration in smaller markets. The reverse
of this would be large states with higher concentration due to regulation, which can also be a
condition of market intervention based on public interest. However, in some cases the national
manoeuvrability has been limited because of international legislation —in Europe especially

because of EU legislation.

Market structure will be discussed below first from a theoretical perspective (chapter 5.2.2), then
based on the challenges of competition and market concentration (chapter 5.2.3), and finally

what this means for television markets (chapter 5.2.4).
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5.2.2 Market structure from a theoretical perspective
Market concentration is an often discussed concern when it comes to the media, yet little
comparative material has been made available to study either the level of concentration, or the

tangled ownership of media corporations and channels around the globe.

Market structures are used to compare the relative conditions of a particular market as compared
to ideal models of for instance perfect competition or oligopoly. While television and other
media markets tend to be concentrated, there are also related challenges, such as high barriers to
entry, economies of scale, increasing returns to scale and more. While these conditions have
some similarities to, for instance, pharmaceutical markets, they differ insofar as their distribution
and protection of rights are concerned. I will attempt to establish the level of concentration in the

markets and the type of structures this relates.

Historically, market structure has been studied for a long period of time; perfect competition by
Jevons (1871), Edgeworth (1881), Clark (1899) and Knight (1921) and monopoly by Marshall
(1890) and Straffa (1926). The features of imperfect competition in monopolistic markets were
emphasised by Chamberlin (1933), Robinson (1933), Sweezy (1939) as well as Dixit & Stiglitz
(1977); for oligopoly conditions see Cournot (1938), Bertrand (1883) and Chamberlin (1933).
While these are mainly some of the first authors with original work, several remain relevant
today with conceptualisation of, for instance, first mover advantage by Cournot, or the duopoly

conditions of the leader-follower game proposed by Van Stackelberg (1934).

Market structure is usually defined with the help of four ideal models used to construct
predictions of market and producer behaviour. It is likely to change over time in accordance with
company, political or similar strategic action. As such, all analyses are time-dependent, but
because of that it is also a useful tool with which to study the media market (Bain, 1968; Varian,
2003; Albarran, 1996).

In general, the elements of market structure comprise the number and size distributions of
companies, product-type, entry and exit barriers, information flows and price control. Market
structure can be perceived as being on a continuum of competitiveness between the two outer
points of perfect competition and monopoly (Hoskins, 2004). What is of interest for the

broadcast media is primarily the condition of oligopoly.
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Table 19: Market structure

Perfect . Monopolistic .~ Oligopoly™™"" Monopoly™"
competition™" competition™"
Number of Many Many Few One
producers
Product Homogeneous Heterogeneous Homogeneous/ Homogeneous/
type
Heterogeneous Heterogeneous
Market None Few Many Total
barriers
Information Perfect Perfect/imperfect ~ Perfect/imperfect Perfect/imperfect
Industry Stock market, Furniture, textiles, Carproduction, Electricity
examples commodity restaurants pharmaceuticals, production,
markets for broadcasting

primary goods

Source: Based on Varian (2003); Albarran (1996)

Market structure is an expression of the organisational market characteristics which appear to
have a strategic influence on market price and competition. In this chapter, some of the
conditions which can influence the overall perception of market structures will be introduced.
There are divided into 1) Market concentration, 2) Degree of product differentiation™*", 3)

XXXVii

Market barriers and 4) Cost-structures™ ", The main point discussed here is the concept of

market concentration.

Depending on how these variables interact, there will be different types of market competition
and thus market structures. For the broadcast media in particular, this means conditions
characterised by a tendency towards market concentration, as a consequence of market failure.
The market structures are ideal types, but the trend is towards oligopoly due to regulatory

measures as well as market and media commodity characteristics.

When taking the media into account, the main points in relation to market structure are that
concentration in television markets, especially small ones, should be evident based on theory
following the conditions of high fixed costs, economies of scale and scope, the cost of
production being independent of consumption and dual market situations. Measuring

concentration is not sufficient to understand the market structure, nor the influence of size, but it
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will indicate the difference between small and large markets and establish an overall idea of the

market structures in the included sample markets.

5.2.3 The challenges of competition and market concentration

Media ownership and thus market concentration has been viewed as a problematic issue in most
democratic societies due to the risks it entails — this has for instance led to regulation in several
markets to limit ownership. Traditionally, television has had very high barriers to entry which
limited the potential competition from new entrants in the market, which continues to involve
large investments in infrastructure and a licence to operate. From an economic perspective, it
leads to reduced competition, which due to the natural monopoly characteristic of the airwaves
has been a general problem (Doyle, 2002), although one which has been reduced through
technology such as DTH, Cable, IPTV and DTT (Hoskins et al., 2004).

In consequence, in theory there could be a higher concentration of media ownership in small
markets, due to the challenge of achieving efficient scale. It can also lead to diversity problems,
if the concentration results in reduced opportunity for different opinions, especially in the case of
minority groups. A general fear also centres on the possibility of controlling the media output,
especially the news, generating a potentially one-sided public debate. On the other hand, if not
perceived on the national level but on the global, it can be argued that it enables increased
utilisation of economies of scale (thus reducing costs), as well as increasing competition

nationally against the global conglomerates (Doyle, 2002).

The trend of deregulation in the EU in particular has led to a higher focus on the potential
problems of increased concentration. Below I will discuss the potential beneficial and adverse

effects of concentration, and thus also of competition.

Technology and regulation like the TWF (1989, 1997) and AVMS (2007, 2010) directive in the
EU to some degree limited regulatory barriers to entry. The individual television markets in
Europe consequently faced growing competition as the number of channels competing for the
same audience increased. This was primarily driven by increasing access to subscription services
and pay-television through DTT, IPTV, DTH or cable. The existence of strong public
broadcasters can also be perceived as a market barrier, making a potential new entrant question
whether their company can reach an efficient scale in that market, if they are mass-audience

financed.
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There are two primary concerns limiting competition in television media markets: media content
characteristics and high barriers to entry which deter new entrants, both of which establish a
drive towards concentration. While what has happened in the EU is a massive fragmentation of
audience, this is not the same as to claim that there has been a massive increase in the number of
new entrants in terms of companies. Rather, what it usually means is that there has been an
increase in channels from already existing companies carrying international subtitled or
synchronised content. However, it could also be international channels which utilise economies
of scale by entering a new market with almost the same content as in the others, with the main

difference being that the material has been dubbed or synchronised into the native language.

Barriers of entry do not per se limit or decrease welfare or consumer surplus; in some cases it
can be more optimal to limit the number of companies in a market through regulatory measures.
This was done in for instance Sweden and Denmark with establishment of DTT, or with licences
for new terrestrial television or radio channels. Other conditions in the television market relate to
the question of rights where premium rights can help establish or limit competition for the
audience, as is the case when there are exclusive agreements concerning the broadcast of sports,

new movies, series and so on.

I will mainly focus on the structural barriers. In the case of television I can argue, based on the
presentations in chapter 1.4, How does size matter?, and chapter 2, Media market characteristics,
that these markets carry high levels of efficient scale, but also that this is dependent on
regulatory measures taken by the state, as shown in the analysis in chapter 4, The influence of
size on market volume and the provision of original domestic content. Sunk-cost is an example of
this, where new entrants will have to invest to enter the market, but the investment is lost if the
company withdraws, because it has little or no alternative value. The higher the investment
required for entering the market, the bigger the deterrent for potential entrants. Examples of
sunk-costs are advertising, investment in films, programmes and formats, computer games and

research as well as research and development (R&D) in general.

Television companies relying primarily on foreign productions do not carry the same risks as
those investing in new productions. This is because companies investing in domestic content do
not know if the ROI will be higher than the one from acquired programmes: there is no such
guarantee. What incentive is there then to produce original domestic programmes? Formats are a
less risky option, but while they can be domestically altered, they are based on an imported idea.
Acquisition of programmes is the lowest risk option and should they not live up to the

expectations, they can fairly easily be replaced.
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In small markets, original domestic programming is not a best practice option due to the scarce
amount of resources. Consumer interest can establish an incentive for television networks to
secure domestic production, but at the same time, there are no guarantees of success. Therefore
the acquisition of programmes and formats with a good track record becomes a more attractive

option.

The higher the degree of increasing returns to scale there is on a market, the less attractive it
becomes for new companies, and the more attractive it is for existing companies to penetrate new
markets to utilise economies of scale and scope. Television business requires content, and while
much can be bought, own-production is usually more attractive to the audience. When the
content is produced and has a general appeal there are benefits in utilising these structural market

characteristics to secure the lowest possible average costs.

Under conditions of increasing returns to scale, the minimum efficient scale of companies is
relevant as this can establish a negative influence on the influx of new entrants. The threat to
domestic markets thus often emanates from international channels utilising scale economies to
their benefit; measured in terms of competition this is beneficial, but in regard to the consumer
interest in domestic production, there are two possible outcomes: either (a) the companies in the
market will secure shares through domestic programming and premium rights, or (b) they will

attempt to reduce costs by acquisitioned programmes.

The usual argument is that free competition is beneficial as it provide the most diverse supply of
good to the best price (Blumler 1992; Garber 1993). In policy discussion there is an assumption
that increased competition would secure diversity, even though this has been shown to be
uncertain in studies (Wildman & Owen, 1985). It remains inconclusive, to what degree
competition is beneficial or adverse to the diversity and quality of media products (Litman 1992;
Wright 1994; McQuail 1992). Studies indicate that excessive (cut-throat) competition can result
in decreased diversity (Wurff and Cuilenburg 2001, Blumler et al. 1986; Einstein 2004).

In short, competition might actually not be beneficial for diversity under all conditions.
Competition can be beneficial insofar as it forces broadcasters to compete on programmes and
their quality; however, there can also be adverse effects if the development is a continuous

downward spiral of ever-cheaper domestic productions.

The open international and the European markets in particular are a dual-faced entity for small

markets and are beneficial to large markets. This is caused by two separate conditions: a) there
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is less content production in small markets and b) the large market media companies are used to
higher levels of competition as the large markets can sustain more companies. This can be a
benefit to the content producers able to utilise scale economies, as indicated in other industries
(Bernard & Jensen, 1999, 2004) where companies exporting tend to be more efficient than their
non-exporting counterparts, meaning that exporting companies either face more competition and
adapt or have to be more efficient to enter the export markets. This is also why an international
focus can be important for commercial TV operators to ascertain their business success, but from
a state perspective it can threaten the level of original domestic content, especially in smaller

markets.

According to Nickel (1996), based on U.K. data, competition has positive effects on
productivity; this was supported by Disney, Haskel & Heden (2000), who in their study of
143,000 establishments in the UK supported Nickel’s results. Consequently, the state and
consumers are both better off with companies competing to ensure productivity. However, this is
not a one-sided concern; for instance, Schumpeter (1942) argued that there are several benefits of
larger companies and for companies in concentrated markets. Based on profit-maximisation, he
argued that innovation would be driven by an expectation of increased profit. This is because in a
concentrated market, the company knows that it should be able to achieve a return on the
investment as the profits are not lost due to competition on the market. As pointed out by Tirole
(1988), conditions of dominance can impede innovation incentives, because the 