Annex A. Review of the online market for public se  rvice content
MTM London

A.1 Introduction — approach

This section summarises the key messages emerging from a short, high-level review of
the online market for public service content. The review has focused on assessing the
characteristics of current provision and the challenges facing providers of public service
content, helping to identify the challenges that could potentially be addressed by the PSP.
We have built upon the views expressed in Ofcom’s PSP discussion document and have
drawn extensively upon our experience of working with public and private sector
organisations to develop new media services. We have also discussed these views with a
cross-section of industry participants.

Key sources used in our review include:

* interviews with participants in the public service online content sector, such as non-
profit organisations, museums, government agencies, specialty digital design
companies and private competitors.

« data analysis of online traffic patterns from the comScore online consumer research
panel

* extensive review of secondary research sources
* review of leading public service content web sites

+ Ofcom’s PSP discussion document and related materials

A.2 Ofcom’s views on the potential role of the PS P

In its PSP discussion document, Ofcom suggests that the PSP might address three issues
— the changing nature of public service provision by the public service broadcasters,
ensuring delivery of public service content (PSC) in new media environments and
exploiting unique opportunities of digital media. These arguments form the rationale for
creating a new PSP entity.

The first point refers to the ongoing erosion of market share amongst the public service
broadcasters due to the continued growth of multichannel households. Given government
mandated digital switch-over, the entire UK is expected to shift to digital television by
2012, reducing total audience share of the core public service broadcaster channels. With
smaller expected viewing on the core PSB channels, the reach and impact of public
service content provided over television may well diminish. The PSP is seen as a potential
way to mitigate this decreasing reach of public service content over television by providing
another source of PSC funding in the overall market (however, Ofcom stresses, the PSP
would only comprise one part of a broader PSC system, which would likely include other
policy interventions). Ofcom outlines this reasoning in its PSP discussion document as
follows:



“Linear television...is no longer the only means of getting high-quality audiovisual
content to viewers. In consequence, the traditional approach ... may alone not be
sufficient to secure the full range and extent of PSB output in the future.” (p4)

“[The] rise of digital multichannel television has brought with it increased
competition and viewer fragmentation, which in turn has seriously challenged the
viewing shares of the existing public service broadcasters (PSBs). These market
developments are threatening the established public service system — it may not be
realistic to expect most of the commercially-funded PSBs to accept significant
public service obligations for a great deal longer.” (p4)

“As multichannel television penetration rises, the pressure on continued delivery of
PSB obligations by the commercial channels is likely to increase. The value and
importance of the analogue spectrum is declining and, as a result, the provision of
high-quality originated context across genres — along with wider benefits such as a
diversity of production supply — may face challenges.” (p19)

Secondly, Ofcom seems to argue that there is the potential for a market shortfall in public
service content online, and that public policy intervention could therefore provide aspects
of public value that the market may not. This shortfall could be manifest in the quantity,
diversity or discoverability of public service content online. As Ofcom describes:

“The factors that continue to drive intervention in linear television — namely that
public service content continues to deliver economic and social benefits that would
not be realised without intervention — are also relevant for wider digital media.
...Just as we continue to expect under-provision of certain types of television
programming, other similar types of video content (interactive, personalised, user-
generated) may exhibit similar characteristics. As a result, shortfalls may be
expected, both for new forms of content and for conventional television
programmes.” (p5)

“[A]lthough public service content will be provided by the market, it may well not be
enough either in terms of quantity or diversity — a market shortfall is likely to arise.
This may have adverse implications for the level of UK-originated production, and
for plurality in the public service system.” (p5)

“Navigation of the more varied and extensive digital media content will be
increasingly difficult as volume proliferates and no standardised search system
exists. This poses a threat to public service content — if audiences are unable to
reach this content, it will not have the level of impact that it needs. Therefore, even
if the market provides public service content, it may not provide the means for it to
be found.” (p22)

Lastly, the PSP could provide public value by using new media to deliver public service
content in new and powerful ways given the robust and unique power of emerging media
platforms. Most notably, the ability for online or other new platforms to facilitate user
participation, commentary, creation and sharing creates new and exciting opportunities for
the public service content system. As Ofcom argues:

“As consumer behaviour changes rapidly and online content moves more into the
mainstream, it becomes more important to consider afresh the style, form and
substance of content which will inform, educate and entertain in the multimedia
digital age.” (p38)



“It is the ability of users to create, annotate, comment and communicate around
content that goes some way towards explaining the adoption of the internet as a
cultural phenomenon.... As a result, they offer the potential to generate a far richer
and deeper viewer experience. This experience can be harnessed for public service
delivery, just as easily as for commercial content.” (p16)

“In a networked world, with very limited capacity constraints, the ability to distribute
content that meets public purposes will be enhanced substantially. Not only will it be
possible to create more in depth content, but much more of it can be made
available to citizens. Digital media offers the chance to expand public service reach
and impact by addressing content provision in a more dynamic way than is currently
possible.” (p17)

Given these arguments for the PSP, Ofcom begins to explore in its PSP discussion
document what online public service content might actually look like. Figure 1 captures
Ofcom’s description of the broad goals and content characteristics for public service
content within broadcasting and new media environments.

Figure 1: Goals and characteristics of public serv ice content
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In addition to this articulation of goals and content characteristics, Ofcom alludes to
several other important themes that might form part of the PSP’s remit. These include:

Innovation : “A new organisation would provide a new source of innovation, and
would be able to place new forms of public service delivery at the heart of its
mission.... Although the BBC intends to provide much content on digital media
platforms, there is an argument for intervening to ensure plurality of provision.
Regardless of the extent and nature of the BBC'’s activity and funding for digital
media public service content, we argue that competition is critical for a flourishing
PSB system — further intervention could therefore be needed to provide competition
for quality in the future.”

Interactivity : “At its heart, the content would be participative in nature. This enables
a new approach to public service delivery — in which citizens are users rather than
viewers of public service content, are able to personalise the content and



experience, and where the distinction between producer and consumer of content is
much less explicit.”

Commissioning : “The PSP would commission content ... the PSP would not
produce content”

Impact: “PSP would drive community activity and mediation, and it would offer
location-sensitivity and a diversity of viewpoints. Its content would retain the
purposes and characteristics of the most successful public service television and
would aim to have similar levels of influence and impact, but it would be delivered in
new ways”

Cross-platform : “The PSP would use all communications platforms and
technologies to achieve reach and impact”

Partnerships : “The PSP would need to work with a heterogeneous chain of
suppliers and partners — more varied in form and content than that of any current
public service broadcaster”

A.3 Key trends and developments affecting the pro  vision of public service content

It is useful to examine the key trends in the overall online market as context for
understanding the challenges in the provision of public service content online. These
trends can be divided into those related to content consumption and those affecting web
site development.

Given the varied nature of the online market, it is difficult to summarise content
consumption trends and characteristics for the industry as a whole, but some broad
themes can be identified. Importantly, the online market remains challenging for many
industry participants, particularly those focused on providing content. The market is
dominated by a relatively small number of online providers offering communication tools,
large-scale content aggregation platforms and social networking services. Relatively few
UK publishers have achieved significant scale other than the BBC and some newspaper
sites — in many respects, the online content market remains highly fragmented, consisting
of a large number of relatively small niches. Achieving sustainable reach and scale is
therefore highly challenging for many industry participants.

In such a crowded market, discoverability is a key challenge for all content providers.
Google remains the most important search tool, accounting for upwards of three quarters
of traffic for many sites. But search behaviour is still heavily influenced by offline media —
television (especially), newspapers and radio play a vital role in alerting consumers to new
services and guiding their consumption of online content.

Engagement and repeat usage of content is another common challenge online. While
social networking sites and email providers enjoy high loyalty amongst their users, most
web content services are characterised by ‘dip in dip out’ behaviour as users visit any
given individual site only sporadically based on specific search-driven needs.
Exacerbating this challenge of building a loyal base of regular visitors are increasingly
popular content aggregation and subscription tools such as blogs and RSS feeds. As
content gets embedded throughout the web, or as updates are automatically incorporated



into a user’s personal RSS reader or web site, traffic to content originators’ web sites can
suffer.

Another emerging challenge for many sites which provide content is the growing popularity
of user submitted material, such as profiles on social networking sites and uploaded
videos to sites such as YouTube. Submitting and consuming user generated content
absorbs significant amounts of online time for certain segments of users, posing a
formidable challenge for the online initiatives of traditional media companies.

While recent trends in usage behaviour grab most of the headlines, equally important have
been developments in web programming, design and cost structure. At present, five
important trends and developments are affecting the online market and the provision of
public service content, relating in particular to the challenges associated with building and
maintaining competitive and compelling online offerings.

First, the online market is rapidly becoming more sophisticated, driven by the growth of
broadband and wireless, the proliferation of more powerful devices and the emergence of
more advanced tools and applications. These developments have contributed to the
emergence of continuous development cycles — a permanent ‘beta’ mentality for many
online services.

Second, although it is increasingly possible for small project teams to build and launch
sites with relatively advanced functionality and high-quality content, the costs of achieving
scale and reach can be significant. Clearly, the costs of ‘basic’ content services — blogs,
user-uploaded content, freely-available web technologies — can be kept low, but operating
major commercial sites, refreshing content regularly, moderating user discussions and
evolving site functionalities are often expensive. In Channel 4's experience, small sites
can cost as little as £25k to commission, but the costs of maintaining sites can quickly
exceed £100k per annum, and more sophisticated or innovative online projects can cost
much more in both set-up and ongoing phases. Similarly, many start-ups and commercial
publishers can take years to reach breakeven with their web services. It is also worth
emphasising that the online market is international — UK companies face competition from
large-scale international businesses who are able to amortise the costs of developing new
tools and applications across many territories.

Importantly, streaming media can increase these costs significantly, especially if services
are to be distributed to mass audiences. Streaming video represents a variable cost,
making it challenging for sites without sustainable funding or revenue models to deliver
video to growing audiences. Larger media owners can often achieve some economies of
scale for video serving, but these may not be available to smaller providers. New
technologies are emerging which may reduce distribution costs, but these will take time to
mature.

A third broad theme in web site development is the emergence of ‘web 2.0’ type
applications. In the past couple of years, web interactivity and online engagement have
become increasingly mainstream, with audiences embracing a more sophisticated range
of participative applications and services which offer powerful tools for user participation,
communication, content creation and sharing. Web 2.0 can be characterised by the
following concepts:

highly participatory, based on user collaboration, sharing and recommendations
(e.g. FlickR, Wikipedia)



social networking (e.g. MySpace, Bebo)

applications and tools for making content more open and accessible (e.g. Ajax,
widgets, RSS feeds)

interactive and user-friendly interfaces (e.g. Netvibes)

open APIs, encouraging a culture of programming collaboration and mash-ups (e.g.
Google Earth)

Figure 2: Web 2.0 ‘meme map’

A fourth dynamic affecting web development is the increasing diversity of online audiences
in terms of technical set-ups and sophistication, the most obvious example being the
different needs and expectations between broadband and narrowband users. This
technical diversity is particularly challenging for sites which need to cater to mass
audiences or who are concerned about universal accessibility, as they are required to build
applications and services that reach the lowest common denominator.

Fifth, the rapid growth of online marketing and advertising in the UK over the past 3-5
years has created a vibrant industry of digital agencies with strong design, build and
technical skills. These companies have helped to drive innovation across the market.
However, commissioning spend on original digital content has remained relatively low and
has been driven primarily by public sector organisations. Although a number of high-
quality digital content production companies have emerged, the digital content production
sector remains relatively underdeveloped.



A.4 Online public service content provision

There are seven major categories of online public service content provider, each with
particular characteristics:

Government: there are a wide range of online properties developed by
government departments and agencies, including some of the largest trafficked
sites in the UK (e.g. directgov.co.uk and nhs.uk). Many of these services are
intended to be primarily informational. However, there has also been support for
content-led initiatives in areas such as education, health and culture.

Museums and other cultural institutions  : although most museums and cultural
institutions in the UK have developed web sites, their new media focus has been
digitising collections, building ‘brochure-ware’ and marketing the core institution,
rather than on developing participative interactive services that correspond to the
characteristics of public service content identified by Ofcom. Clearly, there are
notable exceptions — many larger institutions have developed compelling online
services. However, this tends to be the exception rather than the norm.

‘Third sector’ organisations : third sector organisations — defined as non-profit,
voluntary organisations typically focused on social goals — have been significant
investors in online services, much of which could be characterised as public service
oriented. Some major international charities have also developed highly
participative web sites, but most organisations, with limited budgets, have not
developed a sophisticated offering with extensive interactivity, user generated
content or multi-media.

Public service broadcasters : the BBC has been the largest investor in public
service content online, providing a rich portfolio of high-quality services and
investing strongly to evolve and maintain its offering. The success of the BBC's
new media strategy, notably in news, supported by the licence fee, also helps to
demonstrate the importance of developing properties that work coherently across
multiple platforms rather than focusing solely on new media platforms: television
and radio play an important role in helping the BBC to achieve reach and impact in
new media. The commercially-funded PSPs have also had notable successes in
new media, but like other commercial organisations have often found the
economics of developing large-scale public service offerings challenging.

Major commercial companies : many private sector companies have developed
online content with public service characteristics. For example, major media
companies and rights owners have often invested in innovative applications and
services; similarly, many companies provide online content about their sectors or
have invested for corporate social responsibility reasons. However, much of this
content is public service by accident rather than by design, and commercial
imperatives often intrude.

Online companies, start-ups and entrepreneurs  : large-scale internet companies
and entrepreneurial start-ups have driven much innovation in online media
technologies, notably web 2.0 applications and services, but this is rarely public
sector content. Although these organisations have often helped to create platforms,



tools and resources that can be harnessed by other organisations for public
purposes.

Individuals, consumers and citizens : the web allows individuals to create and
engage with new media — consumers are creators of content with public service
characteristics across a very broad range of areas. Much of this content is very
high quality, produced by passionate and well-informed individuals, and encourages
participation and debate. It often relies upon pre-made tools and applications and
relatively few services achieve significant reach and scale. However, reach and
scale may not be appropriate benchmarks for success in a market comprised of
many niches.

These industry participants provide a wide range of online services that meet some or all
of Ofcom’s criteria for public service content. While it is difficult to conduct a
comprehensive review of supply in each category given the boundless nature of the
Internet, it appears that museums/cultural institutions, third sector organisations and
consumers/citizens currently provide the highest volumes of public service content online.
Notable examples, drawn from openmedianetwork (the web site associated with Ofcom’s
PSP discussion document), past projects funded by Culture Online, and BAFTA and
Webby awards, are shown in Figure 3.

Figure 3: Public service content online — leading examples

As defined in Ofcom’s discussion document, public service content is a broad category
covering many different types of service. Many current providers, especially those with
strong commercial models, do deliver in achieving high reach and impact for some or all of
the characteristics and purposes of public service content — for example, many newspaper
groups, Google, Wikipedia or WebMD all deliver innovative high reach public service
content across some or all parts of their offering. However, many non-commercial
providers of public service content have struggled to achieve significant scale.

Although it is difficult to generalise, it is possible to distinguish some important
characteristics of current levels of online public service content provision:



Very few organizations have a dedicated mission to develop online public service
content — instead, it is often provided as a side-line initiative to an organisation’s
core focus. Where organisations are pursuing public purposes online, their budgets
are often limited, making it difficult for them to remain competitive and to evolve
their online offerings

The reach of any individual provider is usually very limited, with thousands of sites
offering some form of public service content — indeed, relatively few content
services outside of entertainment achieve significant scale online. The largest web
services tend to be platforms that aggregate very large amounts of content or
communities

Creative content and editorial vision can be limited, with many online efforts focused
on ‘brochure-ware’ or, for example, digitising museum collections or extending off-
line collections. Similarly, public service content is often poorly marketed and does
not achieve wide distribution. This may be a consequence of the limited budgets
and resources available to many non-commercial organisations

Finally, multi-party initiatives are rare. Online partnerships have been typically
binary, between an organisation and a technical development agency, whereas
many of the most innovative offerings are developed by multiple partnerships
between creative companies (e.g. television producers, web agencies, creative
agencies and marketers). Equally, there are relatively few large-scale cross-
platform public service content initiatives, other than those of the public service
broadcasters

Given these characteristics, many web sites offering public service content have struggled
to establish sustainable reach and impact. An online traffic analysis reveals that most of
the sites identified by Ofcom as leading examples of public service content (sites listed at
www.openmedianetwork.org) experience very low levels of reach — of 31 measurable
sites!, 25 are too small to be measured by comScore tracking data, implying less than
7,000 average monthly visitors.




Figure 4: Unique visitors to public service sites

A.5 Challenges and implications

Many industry participants interviewed during the market review argued that providers of
public service content face two interrelated challenges — obtaining sustainable funding for
their online services and evolving their offerings to take account of new developments —
which affect their ability to develop compelling, competitive properties with reach and
impact.

Sustainable funding and investment in online initiatives is often cited as the main problem
facing non-commercial public service content providers. Generally speaking, institutional
resources have been limited, with relatively few organisations committing significant
allocations from their standard annual budgets to fund online initiatives. Government
grants (such as the National Lottery Opportunity Fund or Culture Online) have driven much
online development in the public sector to date and have contributed to the creation of
many high-quality services. However, there have also been some important problems:
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lack of sustainability — typically, grants have covered the initial costs of web site
development (e.g. one-time digitisation of museum collections) but have not allowed
for ongoing site development, upgrades and content refreshing

grants have often been risk adverse, leaving little opportunity for innovation — many
(but not all) grants have gone to ‘safe’ organisations, and there has been relatively
little investment in original content

has often undervalued marketing expenditure, making it difficult to promote services
where the reach of the parent organisation is limited. There have also been few
attempts to cross-promote between different projects

funding has often been sporadic and case-by-case, making it difficult to develop a
long-term co-ordinated vision or strategy, or to realize economies of scope or scale

Some providers have been able to obtain funding from corporate sponsors (e.g. BT
sponsoring the Tate and Stageworks), but this funding can often be difficult to sustain if the
sponsor’s marketing objectives shift. Similarly, it can be difficult to fund public service
content projects with display advertising or direct payments from consumers, despite the
interest from providers.

In general, innovation on the web has been driven by the private sector, particularly from
start-ups (often backed by significant risk capital), large scale technology companies such
as Google and Microsoft who invest massive sums in R&D and product development, and
‘open source’ initiatives. By contrast, relatively few cultural institutions or third sector
organisation sites have been able to invest in innovation or to continually upgrade their
sites to take account of new web applications or ‘web 2.0’ interactivity and engagement,
partly as a result of uneven funding.

The challenges associated with funding and innovation are linked. The lack of sustainable
funding models has hampered the ability of many public sector organisations to invest in
the ongoing development and evolution of web services, potentially limiting the reach,
impact and usage of services, which in turn deters institutions from allocating significant
funding towards ongoing web development efforts. Figure 5 outlines this dynamic.



Figure 5: Challenges facing organisations providin g public service content

In addition to funding and lack of innovation, two other challenges face public service
content providers. The sector struggles with marketing and project management.
Marketing is often under-resourced and under-valued, making sites difficult to find.
Additionally, designing and managing new media projects requires unique technical
competencies, which often lie outside the range of skill sets for many cultural or charitable
institutions.

From the above discussion, it is clear that the various types of organisations providing
public service content face different types of challenges around the issues of funding,
innovation and reach. While it is difficult to generalise, we have presented a broad
summary in Figure 6 of the current position of each type of industry participant in
addressing these key issues. In the diagram, each type of industry participant is rated on
its general level of funding sustainability, evolution and innovation in the provision of web
services. Some industry participants’ ratings are expressed as a range to reflect the
diversity of players within the group.



Figure 6: Relative performance in provision of pub lic service content

In completing this assessment, it is important to note the following qualifications:

Ofcom’s definition of public service content is very broad and could be applied to
different types of services, from Google Earth to Typepad to the Tate Online

The provider categories are broad and cover many different companies and
organisations. There are clearly exceptions to the overall scoring in each category



